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FOREWORD 


This report, World Economic Survey, 1958, is the 
eleventh in a series of comprehensive reviews of world 
economic conditions published by the United Nations. 
It is issued in response to General Assembly resolution 
118 (II), in which the Secretary-General was requested 
to prepare an annual review and analysis of world 
economic conditions and trends. The report is intended 
to meet the requirements of the Economic and Social 
Council and other organs of the United Nations for an 
appraisal of world economic conditions which may 
serve as a basis for recommendations in the economic 
field; it is also designed to meet the needs of the general 
public. 


The present report is the fourth in the series to con- 
tain a special study of an economic question of general 
interest. The World Economic Survey, 1955 examined 
economic growth throughout the world and its prob- 
lems during the first post-war decade. Drawing in part 
upon this study, the World Economic Survey, 1956 
contained an analysis of post-war international trade 
relations and the balance of payments problems of 
both the developed and under-developed regions of the 
world. The analysis of general problems was extended 
in the World Economic Survey, 1957, which examined 
the question of post-war inflation in the world economy. 
In part I of the present study, attention is focused on 
international commodity problems an icies. Chrap- 
ter es = ag ew Reeser ee and the 
short-period instability in world trade of primary com- 
modities. The significance for the economies of under- 
developed countries of both these aspects of the com- 
modity problem is discussed. Chapter 2 examines the 
nature of national commodity policies in both the 
industrially advanced private enterprise economies and 
the primary producing countries. In chapter 3, existing 
international commodity arrangements are reviewed 
and yarious schemes of a more comprehensive char- 
acter, which have been proposed from time to time, 
are examined. Chapter 4 describes the trends in produc- 
tion and trade of primary commodities in the centrally 
planned economies. Following a discussion of the short- 
ages experienced in supplies of primary commodities, 
the role of the price mechanism is analysed. The 
chapter concludes with a review of the foreign trade 
policies of these countries. 


iil 


Part Il of the Survey contains an examination of 
recent events in the world economy. Chapter 5 pro- 
vides an analysis of the recent situation in the indus- 
trially advanced private enterprise economies, special 
attention being paid to the nature of the recovery from 
recent recessionary trends, Chapter 6 reviews recent 
events in the primary producing private enterprise 
economies in the light of the recessionary trends and 
the early phases of recovery in the industrially 
advanced economies. An assessment of the economic 
outlook at the beginning of 1959 is given for both 
these groups of countries; this is based largely on 
replies by Governments to a questionnaire on eco- 
nomic trends, problems and policies circulated by the 
Secretary-General in November 1958. Chapter 7 pro- 
vides an account of recent changes in the centrally 
planned economies together with a review of recently 
announced long-term plans for economic development. 


The Introduction to the Survey considers the implica- 
tions of the widespread fears of inflation for the eco- 
nomic growth of the industrially advanced countries 
and examines the significance of the trends in these 
countries for commodity trade and _ international 
balance. 


The basic data used in the Survey are, in general, 
as published in governmental or inter-governmental 
sources, or as officially reported to the United Nations 
and its specialized agencies. The significance of the 
figures may vary from country to country, depending 
on the statistical concepts and methods followed and 
on the structure and development of the national 
economy. For this reason, the compilation of interna- 
tional statistical tables requires that attention be given 
to any important elements of non-comparability or 
qualifications attaching to the data; these are usually 
shown in the tables of this report or in the publications 
of the United Nations and of the specialized agencies 
that contain the basic data from which many of the 
tables have been prepared. Some of the data have been 
specially tabulated by the Statistical Office of the 
United Nations. 

The World Economic Survey is prepared in the 
Department of Economic and Social Affairs by the 
Economic Survey Branch of the Bureau of Economic 


Affairs. 


Digitized by the Internet Archive 
in 2024 


https://archive.org/details/world-economic-and-social-survey_1958 


EXPLANATORY NOTES 


The following symbols have been used in the tables throughout the report: 


Three dots (...) indicate that data are not available or are not separately 
reported 


A dash (—) indicates that the amount is nil or negligible 

A blank in a table indicates that the item is not applicable 

A minus sign (—) indicates a deficit or decrease, except as indicated 
A full stop (.) is used to indicate decimals 

A comma (,) is used to distinguish thousands and millions 

A slash (/) indicates a crop year or financial year, e.g., 1955/56 


Use of a hyphen (—) between dates representing years, e.g., 1953-1955, signifies 
the full period involved, including the beginning and end years. 


References to “tons” indicate metric tons, and to ‘‘dollars” United States dollars, 
unless otherwise stated. 


The term “billion” signifies a thousand million. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 


Certain abbreviations have been used: EPU for European Payments Union; FAO 
for Food and Agriculture Organization of the United Nations; GATT for General 
Agreement on Tariffs and Trade; GNP for gross national product; [API for Instituto 
Argentino de Promocién del Intercambio; IBRD for International Bank for Recon- 
struction and Development; IMC for International Materials Conference; IMF for 
International Monetary Fund; OEEC for Organisation for European Economic Co- 
operation; SAMB for State Agricultural Marketing Board (Burma); SITC for Standard 
International Trade Classification. “Malaya” stands for Federation of Malaya; 
“Rhodesia” stands for Federation of Rhodesia and Nyasaland; “South Africa’ stands 
for Union of South Africa. Wherever the terms ‘“‘Syria’” and “Egypt” are used, 
reference is to the northern and southern regions of the United Arab Republic. 


The designation of countries and territories and the arrangement of material in 
this publication should not be considered as implying any endorsement or other 
judgement by the Secretariat of the United Nations regarding the legal status of any 
country or territory, or of its authorities, or in respect of the delimitation of its 


boundaries. 
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Introduction 


INDUSTRIAL ACTIVITY AND ITS SIGNIFICANCE FOR 
COMMODITY TRADE AND INTERNATIONAL BALANCE 


The world economy is still in the process of recover- 
ing from i respects, its most dis- 
appointing—setback of the post-war period. The first 
shock—generated by the mild recession in the United 
States of 1948/49—was more violent in its inter- 
national impact, precipitating the currency crisis of 
1949 in the then highly vulnerable sterling area. Its 
significance for the longer run seemed open to ques- 
tion, however; had there been no other recession it 
might have been written off as an interlude between 
the end of post-war reconstruction and the beginning 
of more normal peace-time growth. The second slump 
—beginning with the slackening of expansion in 
western Europe in 1952 and culminating in the United 
States recession of 1953/54—was a relatively mild one, 
not only internally but also in its external repercus- 
sions. Primary product prices were moderately well 
maintained, and the world at large managed to sustain 
its rate of economic growth and even to liberalize its 
imports in the face of the downturn in United States 
economic activity. Perhaps even more than the first, 
the second recession could be attributed to special 
coment retucton i planned and actual mili 
tary expenditure and in related investment and a 
liquidation of inventories, associated with the termina- 
tion of Korean hostilities. 


No such comfort may be drawn from the circum- 
stances surrounding the latest jolt to the world econ- 
omy. No special factors of major significance can help 
to explain the downturn in United States economic 
activity in 1957/58 or the virtual standstill in total 
western European production in the course of 1958. 
The preceding expansion phase had been dominated by 
an upsurge in normat civilian demand, and its termina- 


tion can only be explained by a subsequent failure in 


productive capacity was fashioned by ordinary market 
forces or was shaped by restrictive, anti-inflationary 
government policy; in either case, however, the set- 
back raises problems of major importance for long-term 
economic growth. Regardless of the extent to which the 
recession may have been inherent in the buildup of 
excess capacity or might have been accelerated by 
government restriction, it is evident that_the world 
has not yet learned how to avoid the costs of recurrent 
industrial slumps. 


[t is naturally gratifying that all three post-war reces- 
sions have been of short duration, and that none—not 
even the latest and deepest—has assumed the propor- 
tions of a major pre-war depression. In the two earlier 
instances the downturn lasted about a year, and in the 
latest, output began to revive even more quickly—in 
the second quarter of 1958—only nine months after 
the initial decline. Early in 1959 industrial production 
in the United States regained the recession loss and 
indeed rose to a new all-time peak. It is necessary to 
observe, however, that owing to continuing increases 
in productivity, unemployment in April 1959 was still 
significantly above prevecession tevels- despite less 
than normal rate of growth in the labour force. 


More disturbing is the world-wide ch the 
latest recession. ereas in the two earlier periods the 
downturn in activity was limited to the United States, 
with the rest of the world continuing to expand and 
thereby lending support to the United States recovery, 
in the latest phase, the economic decline in the United 
States was accompanied by a slackenin jon 
in other industrial countries. Indeed, on this occasion 
there was even a striking improvement in western 
Europe’s balance of trade with the United States, as 
western Europe’s imports fell sharply, while those of 
the United States were maintained. But while this 
manifestation of the external strength of western 
European economies is encouraging, the weakening of 
their internal forces of economic growth cannot but 
be a matter of serious international concern. Though 
by early 1959 western Europe was beginning to show 
signs of recovery in the rate of economic activity, it 
was as yet uncertain whether or how soon the dynamic 
pace of the earlier years would be resumed. 


A far more serious aspect of the industrial recession 
was its impact on markets for primary products, par- 
ticularly in view of an associated expansion in produc- 
tive capacity in many parts of the world. The conse- 
quent decline in primary product prices, together with 
the continued inching up of industrial prices, repre- 
sents a loss of over $2 billion in both the real income 
and the capacity to import of primary producing coun- 
tries in 1957/58. The extent of recovery in this area 
will be conditioned almost entirely by the strength of 
the upswing in economic activity of the industrial 
countries. 


However much encouragement may be derived from 
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the rate of recovery so far attained, it would hardly be 
prudent to underestimate the cost of even such rela- 
tively mild setbacks as have already been experienced 
in the post-war period. While the repercussions upon 
the under-developed countries may be more serious 
and more lasting, the internal impact on the industrial 
countries themselves cannot be altogether dismissed. 
The three recessions of the United States, mild as they 


were, have involved an aggregate 
billion in gross national product valued at end-1958 
prices, as compared with pre-recession levels, an of a 
considerably larger sum if allowance is made for the 
normal rates—of increase in the labour force and in 
average output per man. Moreover, the reduction of 
investment during a recession is not only a loss of 
current income but, through its effect on productive 
capacity, also constitutes a check on potential future 
growth. 


Nor would it be wise to assume, on the basis of the 
post-war experience, that in the future all recessions 
are bound to be short and mild. It is true that an array 
of automatic stabilizers, including progressive tax 
systems, social security, and farm support programmes, 
has considerably strengthened the industrial econo- 
mies since the depression of the nineteen thirties. It is 
important to bear in mind, however, that stabilizers 
can only slow down a rate of decline; they cannot in 
themselves initiate an upturn. Unless, therefore, other 
forces are actively at work to reverse a downturn, 
economic activity could continue to decline over a 
relatively long period and by very sizable amounts. 
While depressions of the order of magnitude of the 
nineteen thirties have become unthinkable both on 
social and on political grounds, recessions of greater 
duration and depth than those heretofore experienced 
in the post-war years cannot be prevented by exclusive 
reliance on any automatic stabilizers. As long as the 
underlying market forces continue to push private 
investment and consumption upwards, recessions may 
be mild and of short duration. But in the absence of 
adequate effective demand making for a sustained and 
cumulative upturn, vigorous government intervention 
may be necessary, not only in the field of monetary 


and credit policies, but also in the fiscal area. 


Recent experience suggests, however, that econo- 
mists may have underestimated the difficulties that 
might inhibit forceful government action. These inhi- 
bitions stem largely from the fear of inflation that has 
become so widespread and deep-seated in industrial 
countries. None of the three recessions has dissipated 
or éven significantly lessened these fears, since it has 
gradually become apparent that inflationary and de- 
flationary forces are not necessarily mutually exclusive 
and that prices may continue to rise even during 
periods of unemployment and under-utilization of pro- 
ductive capacity. The factors making for the coexist- 
ence of inflationary and deflationary influences, to- 
gether with the consequences for government policy, 


during the expansion phase were examined at length 
in the World Economic Survey, 1957.1 The basic prob- 


rs, 


bank rates was reversed at the very early stages of the 
economic upturn. 


In the fiscal area the inhibitions against a sustained 
expansionary policy have perhaps been even more 
powerful. Though a sizable budget deficit developed in 
the United States in 1958/59, most of it was due to the 
action of automatic stabilizers, to temporary emer- 
gency aid, or to measures described as taken without 
regard to the recession. And even though unemploy- 
ment at the turn of the year remained at near-peak 
levels, the budget submitted for 1959/60 was intended 
to restore a full balance between government expendi- 
ture and revenue. 


In part, the inhibitions against an active anti-reces- 
sion fiscal policy stem from concern over possible 
difficulties in reversing spending and taxation measures 
once the recovery has been completed. In part, the 
built-in stabilizers, by their very effectiveness in auto- 
matically generating a substantial budget deficit during 
the recession, undoubtedly contribute to the reluctance 
of Governments to undertake additional measures 
which will only increase the deficit. Basically, however, 
the objections to budget deficits originate in widespread 
public concern over their role in inflation. 


Fear of a long-term threat of inflation has not only 
influenced anti-recession policy but may also be com- 
ing to have an important bearing on long-term economic 
growth. An interesting contrast seems to be developing 
im current thinking on the relative dangers of inflation 
and deflation: the tendency is to fear the worst with 
respect to inflation but to hope for the best as regards 
deflation. The mounting concern “over creeping infla- 
tion lest it quicken to a trot and the trot to a gallop 
seems to be accompanied by a growing inclination to 
discount an economic slowdown as a phase of rest, 
and a recession as a mild economic ailment for building 
up immunity against a major depression. The result 
has been a deepening bias in the targets set for eco- 
nomic stability; the target for price stability has in- 
creasingly come to be interpreted as allowing for no 
upward trend in prices of any magnitude, while the 
target for full employment is being gradually re- 
interpreted to allow not only for seasonal and frictional 
factors, but also to include sufficiently high or suffi- 
ciently recurrent levels of unemployment so as to 
ensure the absolute stability of price level. 


: ee Nations, World Economic Survey, 1957 (sales number: 
58.11.C.1). : 
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Policies in restraint of demand for the prevention of 
inflation have accordingly been given greater and 
greater emphasis in recent years. Such policies have 
been justified on various grounds. Some have equated 
inflation with excess demand, maintaining that prices 
could not rise unless demand were excessive. On this 
reasoning it would follow that excess demand could 
always be eliminated and inflation always avoided with- 
out necessarily exerting any adverse effect on output 
and employment. This hypothesis, as was explained at 
length in the World Economic Survey, 1957, not only 
seems an over-simplification of economic analysis but 
is also inconsistent with recent events. There is now 
virtually unanimous agreement that a_ substantial 
building up of excess capacity throughout the economy 
in 1955-1957 was a major factor in bringing on the 
recession in 1957/58. Since 1955-1957 was a period of 
intense anxiety about inflation and of progressive 
tightening of anti-inflationary policy, this can only 
mean that the inflationary pressures were being 
generated in a context of a growing general excess of 
capacity rather than excess of demand. And, as is well 
known, prices continued to rise well on into the reces- 
sion after unemployment had already reached a peak 
post-war level. It has been noted by some that a con- 
tinuation of the rise in prices in the early phase of a 
recession is no new phenomenon but rather typical of 
past recessions. But this can only mean that price 
inflation in the midst of income deflation is no new 
phenomenon; it cannot mean that price inflation 


originates only in excess demand. 5 


Most economists are now agreed that inflationary 
pressures may stem not only from a general excess of 
demand but also from bottlenecks in key sectors of the 
economy and from pressures on the cost side. Policies 
in restraint of demand are supported instead on the 
grounds that even when the pressures do not stem 
from a general excess of demand they can nevertheless 
be eliminated by a reduction of demand, and that even 
if such curbs lead to lower employment and output, 
the price will not be too high to pay for the prevention 
of inflation. This conclusion is predicated on the 
assumption that only a modest check to employment 
and output will suffice to eliminate creeping inflation 
and preserve long-term price stability, and that it is 
more important to avoid creeping inflation than to 
strain after a higher rate of growth. 


No one will quarrel about the dangers of an infla- 
tionary trend, whatever its origin—whether it stem 
from the pressure of a general excess of demand or 
from bottlenecks in key areas of production or from 
cost pressures. The concern over even the creeping 
variety of inflation is also understandable. Apart from 
the ever-present threat that the pace of inflation may 
not remain permanently slow, it is self-evident that 
even a modest rate of inflation cumulated over a long 


period of time will involve a substantial rise in price 


levels; even a 2 per cent increase in prices cumulated 
over a lifetime of earnings and savings—say, thirty-five 
years—means a loss in the purchasing power of money 
of about one-half. Of course, the loss in the real value 
of savings over the lifetime of any individual will be 
much Tess than indicated by the rate of increase in 
prices, since money savings will themselves be enlarged 
as rising prices are translated into higher money earn- 
ings. Indeed, for the economy as a whole there can be a 
loss in the real value of saving only to the extent that 
rising prices should lead to a long-term decline in the 
proportion of real income devoted to investment; 
otherwise any loss in the real value of savings of one 
group must be offset by a corresponding gain for other 
groups in the economy. But_though inflation—particu- 
larly if it can be kept within limits—need not neces- 
sarily involve any loss of real savings to the economy 
as a whole, it may, of course, seriously harm certain 
PURDUE ancicey Suaceuny clk qaesct wane tareas 
can be adjusted equally readily to changes in price, it 
is clear that even modest rates of inflation may distort 
the distribution of real income, working hardships on 
salaried workers and on other peopte dependent upon 
incomes or assets that are relatively stable in-_money 
terms. Economic policies could undoubtedly be devised 
to lighten the burden of inflation on these groups by 
linking their money incomes and savings to an index 
of the cost of living, but in that case there is a greater 
risk that the rate of inflation might be accelerated. 


Creeping inflation also has its dangers for the econ- 
omy, apart from its impact on the distribution of 
income. Internally, if the inflation appears to be con- 
tinuing indefinitely, it’may affect the public’s willing- 
ness Ge eee Oe at Tokatito ald eae and Sere 
bearing assets. Presumably, such a change in the 
public’s liquidity preferences might be offset by an 
increase in interest rates, but this might adversely 
affect the rate of investment. There are many who 
believe that the higher interest rate would merely can- 
cel out the stimulating effect of a rising price trend so 
that investment demand would be no less than under a 
lower interest rate with a stable price trend. To the 
extent to which prices are pushed upwards from the 
cost side, however, creeping inflation may not be 
accompanied by a shift in the distribution of income 
towards profits; and, consequently, an increase in inter- 
est rates might, on balance, be a deterrent to invest- 
ment. Externally, there is perhaps an even more imme- 
diate danger that creeping inflation may render exports 
less competitive and imports more attractive—thereby 
creating or aggravating balance of payments problems 
unless the rest of the world is also inflating at com- 


parable rates. 


Without in any way minimizing the importance of 
these considerations in favour of price stability, it 
seems necessary to note, however, that analogous con- 
siderations also apply to the alternative of restraining 
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the rate of economic growth as a means for preventing 
inflation. Crawling deflation also has its dangers, no 
less than does creeping inflation. Even if it should 
prove easier to control unemployment than to control 
inflation, it needs to be borne in mind that the cumu- 
lative sum over a period of time of any item growing 
at a given rate is the same, whether that item is the 
loss of purchasing power of money or the loss of 


national output. If the rate of rowth ion is 


slowed down by 2 per cent per annum to prevent a 
corresponding price rise per annum, the price paid by 
the SE eS Gages SOE een als a y for avoiding a 50 per cent Joss in the 
purchasing power of money in thirty-five years’ time 
is an identical percentage loss in the total volume of 


goods and, services available for consumption and 


investment. 


Nor is it even certain that a modest check to output 
and employment would, in fact, suffice to eliminate 
creeping inflation. While galloping inflation is clearly 
inconsistent with major industrial depressions, the 
thesis that creeping inflation can be eliminated by 
crawling deflation seems to be based on a static con- 
ception of economic activity. However valid such a 
thesis might be in an economy in which the labour 
force, employment, productivity and the stock of plant 
and equipment are all stationary over long periods of 
time, it appears of more doubtful validity in relation to 


a dynamic economy in which these phenomena are all 
characterized_by continuous growth. It may be true 


that beyond a certain degree of utilization of the man- 
power and productive capacity available at any given 
time, costs will tend to rise, both because of the need 
to employ less efficient and therefore more costly man- 
power and productive capacity, and because of the 
strengthened bargaining power of labour and the weak- 
ened resistance of employers to higher wages. But this 
static point of view overlooks the powerful influence of 
economic growth. It focuses upon the law of diminish- 
ing returns from more intensive utilization of existing 
resources, overlooking the increasing returns which 
the industrial ‘countries have achieved through the 
cumulative advances in technology and productivity 
historically associated with their economic develop- 
ment. It dwells upon the conflicting pressures for 
higher relative shares of the national income accom- 
panying high levels of employment, while failing to 


note the resulting rise in growth trend of the total 
national income available for distribution. If account 
is taken of the impact of this trend on the stock of pro- 
ductive equipment, on the rate of advance in tech- 
nology and in productivity and on the increase in 
volume of goods and services available both for con- 
sumption and for investment, it may well be that a 
high, rather than a low, rate of economic growth would. 


in the Iong run provide for greater price stability. 


It is well to bear in mind that contrary to a wide- 
spread illusion about the magnitude of the 1955-1957 
boom—fed in part by the self-same fear of inflation— 
the true dimensions of the expansion were modest 
indeed: In the United States, even in the peak quarter 
of 1957, the volume of industrial production did not 
exceed the pre-Trecessio 953 by more 
than 6 per cent, and at the low point of the 1957/58 
recession the volume was only 3 to 4 per cent above 
that of the corresponding period of 195I—fully seven 
years earlier. Owing to increases in productivity, the 
level of manufacturing employment has never been 
restored to that of 1953, and indeed the number of 
wage earners employed in manufacturing during 1958 
was below that of any war or post-war year with the 
exception of the recession year 1949, Although the 
rate of growth has been higher on the average in other 
industrial countries, most notably in France, Italy, the 
Federal Republic of Germany and Japan, it has been 
quite modest in a number of them, especially in the 
United Kingdom. In the face of intense concern with 
the fear of inflation, industrial production in that coun- 
try remained almost stationary after 1955, despite con- 
tinued investment and expansion of productive capac- 


ity. Such limited rates of growth in output and income 
can provide little incentive for further expansion of 
basic industry and are of little help in relieving the 
constant pressures of all income-earning groups to lift 

ir levels of living. In so far, therefore, as rising 
prices stem not from a global excess of demand for 
goods and services over total available capacity but 
from mutually incompatible demands of labour and 
business for higher earnings or from temporary bottle- 
necks in specific basic industries that are subject to 
fluctuating demand, policies which check the long-term 
rate of growth may tend to aggravate rather than to 
alleviate long-term inflationary pressures. 


Impact on under-developed countries 


One of the most disturbing aspects of the recent 
industrial downturn is that it has once again high- 
lighted the vulnerability of under-developed countries 
to even moderate shifts in world economic activity. 
If, as has been frequently noted, the developed coun- 
tries can be congratulated upon no longer catching 
pneumonia when the United States sneezes, the under- 
developed countries are still far from having acquired 


any natural immunity or even from having discovered 
an effective vaccine against the virus of industrial 
recessions. Though the total volume of net imports of 
primary commodities into the industrial areas was 


barely affected, the sensitivity of commodity markets 


to the changing economic climate in the major buying 
countries was sufficient to reduce prices and export 
earnings of the under-developed countries by 7 to 8 
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per_cent from mid-1957 to mid-1958. This drop, rein- 
forced by a continuing, albeit slight, rise in the import 
prices of manufactured goods in the face of the indus- 
trial recession, represents a loss in import capacity 
equivalent to about six years’ lending to the under- 
developed countries by the International Bank for 
Reconstruction and Development at 1956-1957 rates. 


The direct impact of the recession was perhaps more 
limited than might have been assumed. The decline in 
the total volume of commodity imports of the indus- 
trial countries was almost imperceptible, with a redue- 
tion in United States imports of industrial raw mate- 
rials and semi-finished goods being largely offset by an 
imcrease in its imports of foodstuffs. In part this result 
stems from the fact that personal incomes and con- 
sumption were relatively well maintained during the 
recession. An equally important element in the stability 
of the volume of exports of primary producing coun- 
tries was the fact that confidence in western Europe 
did not weaken to the point at which major inventory 
liquidation would have occurred. Moreover, western 
Europe, as already noted, sharply reduced its imports 
from the United States, and it succeeded in increasing 
rather than decreasing its gold reserves. In the absence 
of pressure on their balances of payments, these coun- 
tries were able to maintain the volume of their imports 
approximately in line with the rate of their own manu- 
facturing activity. Nevertheless the continuing growth 
of productive capacity—the fruit of maturing invest- 
ment brought about by earlier high prices and by spe- 
cial government measures—combined with the weak- 
ening of industrial demand, produced widespread de- 
terioration in commodity markets. Prices would un- 
doubtedly have sagged even earlier under the weight 
of expanded capacity, had it not been for United States 
accumulation of large stocks in support of farm prices 
and for strategic purposes; but this prop, too, was 
greatly weakened after 1956 by a cutback in the stock- 
piling programme and by a vigorous drive for disposal 
of surplus farm stocks. Despite the recovery of econom- 
ic activity in the United States and to a lesser extent 
in western Europe, prices of primary commodities have 
shown only a slight improvement since the middle of 
1958. Evidently the accumulation of large stocks com- 
bined with the continuing growth of productive capac- 
ity has prevented any significant recovery in prices, 
despite the cessation of inventory liquidation in indus- 
try and recovery in manufacturing output. 


The magnitude of the price movements bearing on 
individual countries was far greater than might be 
assumed from the drop in average prices. As always— 
ee rem evict when the averages are stable— 
export prices of individual countries moved over a wide 
range—from a rise of over 40 per cent in the cocoa- 
exporting group to a decline of over 20 per cent in the 
group exporting sugar. Since an under-developed coun- 
try typically exports only a handful, rather than a large 
variety, of commodities, reductions in average prices 


obscure the degree of deterioration in export earnings 
of individual countries. The difficulties of a country 
whose export earnings have fallen by 20 per cent are 
not reduced by one-half because export earnings of 


another country have not fallen at all 

It is not alone the vulnerability of primary markets 
to industrial fluctuations that has been spotlighted by 
the recent recession. Of even greater significance are 
the longer-term implications. It is now clear that the 
expansion of world capacity has become sufficient to 
eliminate any shortages, and indeed to create problems 
of surpluses, in most major commodities entering into 
world trade. For the foreseeable future, export pros- 
pects of the under-developed countries have thus come 
to depend largely upon the long-term growth of demand 
in the industrial countries. It is this element which 
makes the long-term rate of growth of the developed 
countries so vital for the world economy as a whole. 
The capacity for growth of most under-developed coun- 
tries is limited at least as much by external as by inter- 
nal forces. In the absence of domestic industry, these 
countries must rely upon imports of capital goods for 
their investment; without adequate foreign demand for 
exports to finance essential imports, domestic saving 
may produce unwanted accumulation of inventories 
in under-developed countries or lower output, rather 
than capital formation and growth. Thus the major 
industrial countries, in shaping their own long-term 
rates of growth—and thereby the growth in their im- 
port demand for primary commodities—in fact deter- 
mine the potential rate of expansion of the world 
economy as a whole. 


The gravity of this problem is underlined by the lack 
of symmetry in the relation of import requirements to 
rates of growth in economic activity between developed 
and under-developed countries. On the one hand, in 
industrial countries the rate of expansion in total 
some extent this reflects the rise in the proportion of 
world industrial production accounted for by the 
United States, whose dependence on primary imports 
is relatively small; this tendency, greatly accelerated 
during the Second World War, has been partially 


reversed, however, in post-war years. A far more impor- 


tant element in the lag is a growing tendency for the 
pattern of production in developed countries to shift 


towards industries with low input of primary products 
per unit of oulput—evidenced by rising proportions of 
consumer outlays on personal services, and on durable 
goods requiring a greater degree of processing than the 
simpler non-durable goods. Of no less importance has 
been a constant drive towards economy in the use of 
raw materials, Vast and ever-increasing sums are being 
spent on industrial research for reducing the amount of 
waste, for reprocessing of scrap, for decreasing the raw 
materials content of the final product, and above all, 
for the manufacture of synthetic substitutes for pri- 
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mary products. Though, in principle, economies in 
using up natural resources must be no less beneficial 
to mankind than savings in manpower or capital, in 
practice it appears that this saving-in—raw. materials 
has greatly contributed to limiting the potential rate 
of growth of under-developed countries in relation to 
industrial expansion. 


Apart from the market forces making for lagging 
consumption, the policies of industrial countries have 
also contributed significantly to retard the rate of 
growth of import demand for primary products. In 
western Europe policies designed to achieve a greater 
measure of self-sufficiency in foodstuffs, and in the 
United States price support policies to protect the 
farmer’s share in the national income have led to an 
increase in production of primary commodities in ex- 
cess of the rise in their rates of consumption. The 
result has been a sharp check in the growth of import 
demand of primary products.in western Europe and a 
rise in export supply in the United States, so that the 
net demand for imports from primary producing coun- 


has been borne by the high-income countries exporting 
such commodities as grain and livestock products, and 
that part of the increased export supply of the United 
States has in fact been made available to under- 
developed countries on favourable terms or as outright 
grants. Nevertheless, the cost of the increased produc- 
tion in some commodities, notably sugar, tobacco and 
oil-seeds, has been borne largely by under-developed 
countries in the form of reduced market exports. In 
addition, export earnings of many under-developed 
countries have been curtailed because commodities 


such as tobacco, coffee and tea have traditionally been 
singled out as suitable objects for revenue tariffs or 
domestic excises. Indeed, during the war and early 
post-war years taxation of these items was frequently 
stepped up in industrial countries in order to help curb 
inflation and protect the balance of payments. 


In contrast to the lag in import industrial 
countries; the import demand of most under-developed 
countries has tended to rise in excess of the growth in 
their domestic production. Where economic develop- 
ment has proceeded very slowly or where it has been 
possible to curtail or displace imports of consumer 
goods sufficiently, total imports may have been kept 
in line with domestic economic growth.? In most 
instances, however, economic development has neces- 


sitated so large an expansion 0 imports of capital 


goods as to raise total imports—inretation to~ the 
national product. Generally the expansion of imports 
was too large to be financed by the increase in exports; 
instead the balances of payments of primary producing 
countries have changed from the surpluses of pre-war 
years to deficits. If these deficits have been kept within 
more or less manageable bounds to date, it needs to be 
borne in mind that in part this was due to non-recurrent 
factors such as the war-time and early post-war repatri- 
ation of foreign capital and the effect of rising export 
prices on the real cost of servicing the remaining 
foreign debt. Even so—and despite a measure of 
recovery in private foreign capital and significant sums 
of public grants and loans—it has proved necessary to 
run down foreign exchange reserves and to impose 
severe restraints on imports. 


*See United Nations, World Economic Survey, 1956 (sales 
number: 1957.1I.C.1), chapter 3. 


Significance for economic development and international balance 


Were the import requirements of both the developed 
and the under-developed countries to rise in the same 
proportion as their national incomes, their trade with 
one another would at least provide the external re- 
sources necessary to enable the under-developed coun- 
tries to keep in step with the rate of growth of the 
developed countries. Given, however, the disparity in 
relation of import requirements to national income, it 
is evident that international trade may not provide the 
under-developed countries with the external resources 
they_require, if only to prevent a relative widening of 
the gap between their incomes and those of the devel- 
oped countries. Instead, in order to maintain inter- 
national economic balance, the relative rates of growth 
in the two groups of countries would have to be in 
inverse proportion to the relative degrees of responsive- 
ness of the demand for imports to changes in income. 
Should the income elasticity of import demand—the 
term used to designate the responsiveness of import 
demand to changes in income—be twice as high in 


under-developed as in developed countries, then the 
under-developed countries would have to grow at half 
the rate of the developed countries in order to keep 
their trade in balance. Should the under-developed 
countries, on the other hand, seek to expand at the 
same rate as the developed countries, they would then 
be faced with a permanent and growing deficit in their 
balance of payments; their imports would expand 
faster than their exports in direct proportion to the 
relative import elasticities of demand of under-devel- 
oped and developed countries. With an import elasticity 
twice as high as that of the developed countries for 
their exports, the under-developed countries would find 
their imports increasing at twice the rate of their 
exports. The resulting trade gap would be permanent 
and it would grow not only in absolute, but even in 
percentage terms. 


The notion of a permanent and growing gap in the 
balance of payments is one which traditional economics 
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has found difficult to accept. It is commonly assumed 
that international disequilibrium stems from internal 
imbalance, namely, that a country has a balance of 
payments deficit either because it permits internal 
inflation or because the rest of the world is undergoing 
deflation. In the first case it is assumed that the deficit 
stems from inadequate savings in relation to investment 
in the deficit country, and in the second, that the 
deficit stems from inadequate investment in relation to 
saving in the rest of the world. While either of these 
conditions may certainly lead to international dis- 
equilibrium, it follows from what has been said above 
that inflation or deflation are not the only conditions 
which may produce external imbalance. Instead, a per- 
manent and ever-growing gap-may be generated in the 
balance of payments without any internal inflation in 
the deficit country or deflation in the rest of the world. 
Any permanent disparity in the income elasticities of 
import demand of trading partners may generate a per- 
manent gap in the balance of payments, even with all 
countries maintaining stable prices and all expanding 
at the same rate. 


The existence of a gap in the balance of payments 
does, of course, mean that investment exceeds the rate 
of saving in the deficit country and falls short of saving 
in the surplus country. But in the circumstances under 


consideration it is not the discrepancy between savings — 


and investment which generates the deficit in the bal- 
ance of payments. Instead it might be said, with greater 
accuracy, that it is the conditions which generate the 
deficit in the balance of payments that lead to the dis- 
crepancy between savings and investment. Given the 
disparity between income elasticities of import demand, 
uniform rates of growth are consistent only with an 
imbalance between exports and imports and therefore 
with an imbalance between saving and investment. 
Should the deficit country under these circumstances 
seek to close its trade gap by increasing the rate of sav- 
ing or decreasing its investment, this could result only 
in a state of inadequate effective demand, leading to a 
reduction in its rate of growth or perhaps even in the 
absolute level of its economic activity. Conversely, 
should the surplus country seek to eliminate the trade 
surplus by increasing its investment or reducing its 
saving, this would lead only to excess effective demand 
and to price inflation. 


But—it might be asked—if the deficit in the balance 
of payments reflects neither inflation at home nor 
deflation abroad, must it not be due to the maintenance 
of an improper exchange rate? Cannot such a deficit 
be eliminated by a change in exchange rates? The 
answer, unfortunately, seems to be in the negative. 
If the problem were a static one—if incomes remained 
unchanged—it would presumably be possible to find an 
exchange rate that would equate exports and imports 
and eliminate the gap in the trade balance permanently. 
The difficulty is that the problem under consideration 
is a dynamic one. Even if the exchange rate were 


9 


altered to eliminate the trade deficit in any one period 
of time, a new deficit would re-emerge in the following 
period as incomes rose once again, and the country’s 
imports again rose faster than its exports. The only 
possibility for achieving a lasting balance between im- 
ports and exports under uniform rates of growth in 
economic activity lies in permanently eliminating the 
disparities in income elasticities of import demand. 
Even though it may always prove possible to establish 
a rate of exchange to equate imports and exports at 
given levels of income, there is no reason to expect to 
be able to establish a rate of exchange which can equate 
the income elasticities of import demand and can 
thereby eliminate any imbalance between imports and 
exports over all periods and for all rates of growth of 
incomes. It follows that a lasting balance of payments 
problem may reflect neither internal imbalance nor 
improper exchange rates, but only a disparity between 
income elasticities of import demand that is inconsis- 
tent with the relative rates of growth of economic 
activity of the trading partners. aa 


It has frequently been cited as one of the merits of 
the traditional gold standard that it required countries 
to keep in step with one another in their rates of eco- 
nomic expansion in order to preserve external balance. 
In making this statement, however, it is necessary to 
guard against the illusion that keeping in step means 
that all countries can expand at the same percentage 
rate without encountering balance of payments difficul- 
ties. This will be true only if import demand is equally 
responsive to percentage changes in income in all 
countries. Otherwise, international equilibrium re- 
quires that countries whose elasticities of import 
demand exceed the income elasticity of the world’s 
demand for their exports should expand their income 
and production at a rate appropriately below that of the 
average for the world as a whole. 


If the problem of lagging demand for primary prod- 
ucts cannot be permanently solved by adjustment of 
exchange rates—it may be asked further—might it not 
be overcome by changes in the terms of trade? Much 
effort has gone into study of the question of past and 
prospective trends in the terms of trade between pri- 
mary commodities and manufactured goods. Available 
data on exports and imports of the industrial countries 
suggest that up to the Second World War, at least, the 
long-run trend was adverse to the under- 
countries. The significance of these findings has become 
the subject of a highly controversial literature, how- 
ever, owing to serious limitations inherent in the 
statistical data. Moreover, the recovery in the terms of 
trade of primary products during the war and early 
post-war years has led some observers to maintain that 
even if the past trends were against_under-developed 
iin rhc meppenneen oa aoe trends might 
nevertheless be in their ~The data assembled in 
chapter 


o show a considerable improvement in the 
terms of trade of primary products in relation to manu- 
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factures from the late nineteen twenties to post-war 
years. The improvement is much less for under- 
developed in relation to developed countries, however, 
than for primary products in relation to manufactures, 
since the under-developed countries are also importers 
of many primary products; indeed, according to some 
estimates based on export and import prices of the 
developed countries, the terms of trade in the late 
nineteen fifties appear to be about the same as in the 
late nineteen twenties. Moreover, all of the recovery 
or improvement in the aggregate terms of trade had 
already taken place by 1948; further gains from the 
depreciation of sterling and other currencies in 1949 
and from the Korean raw materials boom in 1950/51 
were completely dissipated by 1958 after several years 
of cumulative worsening of the terms of trade. 


Quantitative projections of the terms of trade into 
the future are beyond the scope of this Survey, not 
merely because of the shakiness of the historical data 
on which the estimates would need to be based, but 
even more because to project the terms of trade is 
virtually to project the future of the entire world 
economy. Something may, however, be said of the 
possible contribution of the terms of trade to inter- 
national economic balance, without entering into spe- 
cific quantitative projections. Since exports to under- 
developed countries are generall¥ small in relation to 
production, export prices of developed countries may 
be assumed to be determined by domestic forces, in- 
dependently of the state of demand in the under- 
developed countries. On the other hand, since primary 
products are produced largely for export, their export 
prices-do-depend upon the-rate—of-growth-of foreign 
import demand in relation to domestic export supply. 
Under these circumstances, changes in the terms of 
trade will be largely determi € relative rates 


of growth in export supply and import demand for 


primary products at constant prices. If the two rates 
are equal, the terms of trade will remain unchanged. 
If, however, export supply rises faster than import 
demand, the terms of trade will become adverse to 
primary products, and conversely, if export supply lags 
behind import demand at constant prices, the terms of 
trade will change in favour of primary products. 


What happens to export earnings valued in purchas- 
ing power over imports will in turn depend upon the 
elasticity of the foreign demand for the primary prod- 
ucts with respect to their prices. If the demand is 
elastic, export earnings from primary products will 
change in the same direction as the export supplies 
and in the opposite direction from the terms of trade. 
Conversely, if foreign import demand is inelastic, 
export earnings will move in the same direction as the 
terms of trade but in the opposite direction from ex- 
port supplies. 


As already explained, the import demand of devel- 


oped countries for primary products tends—to~ lag 


behind the rate of growth in their national income and 
product. If export supplies of under-developed coun- 
tries at constant prices should match the rise in import 
demand, the terms of trade would remain unchanged, 
and export earnings from primary production would 
then lag behind income of developed countries as much 
as does the import demand. Should export supplies in 
under-developed countries match instead the rise in 
national income of the developed countries, the terms 
of trade would then move adversely to primary produc- 
tion, and export earnings of primary producers would 
still lag behind the rate of growth of income in the 
developed countries. The only possibility for export 


earnings from primary products to keep pace with the 
supply grows faster than import demand at constant 
prices_is for “the ‘Eines! dawaidove cheese 
elastic and for export supply to be sufficiently flexible 
to permit trade in primary products to expand even 
faster than the rate of general economic growth in 
developed countries. Except in special cases, the pros- 


pects for such expansion do not seem promising. 


The opportunities for benefiting from a lag in supply 
and improvement in the terms of trade could conceiv- 
ably be more favourable. If export supplies lag behind 
import demand so that terms of trade rise, and if 
import demand is sufficiently inelastic, export earnings 
of primary producers might rise as rapidly as income 
and production in the developed countries. Unfor- 
tunately, commodities with a very low elasticity of 
demand with respect to price, such as staple foods, are 
also those for which import demand is likely to lag 
not only very considerably behind the rate of economic 
growth in developed countries but even behind the 
rate of growth of export supply in under-developed 
countries, so that the prospects for an improvement in 
their terms of trade are not very favourable. 


Just how unfavourable are the prospeetsfer_export 
earnings from primary products to keep pace with the 
rate of economic growth in the developed countries— 
whether for commodities with inelastic or with elastic 
demand—emerges very clearly from chapter 1. Whether 
recent years are compared with the late nineteen forties 
or with the late nineteen twenties, it appears that 
relatively few commodities, among which were petro- 
leum and some ores and non-ferrous metals, produced 
export earnings whose rchasing power over imports” 
matched the rate of economic growth in the developed 
countries, Bearing in mind that, in contrast to the lag- 
gthg import demand of developed countries for primary 
products, the import demand of under-developed coun- 
tries for_manufactures tends to outstrip the rate of 
economic development, there seems to be little basis 
for optimism that trade between developed and under- 
developed countries is likety in itself to provide ade- 
quate &xternaT resources to enable the under-developed 
countries to match the rate of growth of the developed 
countries. 
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Even these considerations understate the magnitude 
of the problem of international balance. For the dis- 
cussion thus far has related only to absolute rates of 
income growth and has taken no account of striking 
disparities in rates of increase of population of the 
developed and under-developed regions of the world, 
Accordingly, even if external resources were, in fact, 
adequate to permit matching the absolute rates of 
income growth, there would still remain an acute ‘alge 
lem of matching the per capita rates. Not only 


population already expanding faster in CREP, ome pelt 
than fn developed countries, ; ng © remark- 
able drop in infant mortality now taking place inthe 
poorest regions | of the world, the spread be ‘tween rates 


ll 


of population growth is likely to widen significantly. 

This seems inevitable, atleast for the near future, 

before birth rates can decline sufficiently to compensate 
for the striking decline in death rates. According to 
recent United Nations estimates,’ population in North 
America, Europe and Oceania is likely, under the 
a ‘seemingly most plausible: assumptions’, to increase 
by about one-third from 1950 to 1975, whereas popu- 
lation in Africa, Latin America and Asia is expected to 
rise by over 60 per cent, or nearly twice as fast. Thus, 
only to equalize per capita rates BAR TORS Groves the 
absolute” rate nt 


greater in unde T pean od Thea in serelopal countries. 


National and international commodity policy 


Commodity policy, in recent years, has increasingly 
come to engage the attention of Governments at both 
the national and the international level. There is wide- 
spread recognition of the strategic importance of eco- 
nomic activity in the developed countries for the 
growth and stability of export markets in primary prod- 
ucts. The most important contribution the developed 
countries can etter oF the cern city 
problem is, without_a doubt, to preserve high and 
stable rates 0 growth in their ies. Though 
import demand Tor primary commodities has lagged be- 
hind the rate of general economic growth, it has, none 
the less, risen very considerably, and it has provided 
the bulk of the external resources on which the post- 
war growth of the under-developed countries has been 
based. Similarly, though the degree of stability achieved 
in commodity markets in the post-war period has by no 
means been commensurate with that achieved in eco- 
nomic activity in the industrial countries, it has never- 
theless been significantly improved as compared with 
the depression years of the nineteen thirties. Moreover, 
the commodities for which the greatest improvement 
in stability has been achieved have generally been those 
for which the long-term trends have also recorded the 


largest increases. 


rates of industrial 
they are not in 


But, though high and_ stable 
growth are necessary conditions, 
themselves sufficient to provide for adequate growth 
and stability in under-developed countries. What can 
be done, both nationally and internationally, to cope 
with the perplexing commodity problem? At the level 
of national policy, the developed countries could help 
materially if they were prepared to moderate the degree- 
of protection they grant to domestic primary produc- 
tion. A reduction in the degree of protectionism might 
be expe scted to contribute not only towards long-term 
expansion of export markets of primary producers but 
also towards an increase in their stability. The volume 
of trade in many commodities has, in fact, exhibited 
a greater degree of instability in post-war years owing 


to a considerable narrowing of the margin between 
production and consumption. If this margin were 
widened, the impact of fluctuations in production upon 
variations in import demand would, of course, be 
lessened. In the United States, where agricultural 
policy has led to accumulation of large surplus stocks, 
moderation of protectionism or modification of its form 
might also make a significant long-term contribution to 
stability by avoiding a buildup of burdensome surpluses. 


As already noted by the panel of experts who made 
this recommendation, however—and as is further 
developed in chapter 2—it may be well to guard against 
exaggerated notions of the probable contribution of 
suc a measures. The most important commodities sub- 
ject to high rotectioniSa Te oppete ae Teas eaore 
ed primarily by the industrial_countries_themsel y by the industrial countries themselves 
or by highly d developed primary producing countries. 
Moreover, agricultural protectionism in Af United 
States, while increasing competition with exports of 
other countries, has also served as a vehicle for aid in 
kind to many under-developed countries. 


It nevertheless remains important to explore the 
possibilities for a selective moderation of protection- 
ism, with emphasis on commodities important in the 
trade of under-developed countries. In addition, as the 
panel also noted, it would seem eminently desirable, 


from the Atendpoint of intérmational batance; to tower 
the ig rates WETS GE en eae Care 


raditiona 


which NOS 
countries on a number o arenary commodities such 
as coffee, tea and tobacco. [tis necessary to 
mind that however valid may be the national considera- 
tions governing the tariff and tax policy of the indus- 
it still remains true that, to the extent 
»3_fa 


trial countries, 
that the burden of such measure 
lé Durden of such 


8 United Nations, The Future Growth of World Population 
(sales number: 58.XII1.2). 
4 General Agreement on Tariffs and Trade, Trends in Inter- 


national Trade (Geneva, 1958). 
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developed countries, they constitute a tax by high- 
income countries upon those with low income. The 
world has come to recognize not only the futility but 
also the international impropriety of cyclical ““beggar- 
my-neighbour” policies. Tariff policies are of long-term 
rather than cyclical character, and they have behind 
them the weight of history and tradition. But in a world 
in which the responsibility of the more developed 
countries to assist in the economic development of the 
poorer countries has been recognized, it may be proper 
to ask whether taxes levied by industrial countries on 
products of the less developed countries are not, in 
essence, a form of long-term beggar-my-neighbour 


policy. 


It is true, of course, that the under-developed coun- 
tries also levy tariffs on the products of the industrial 
countries. But neither the costs nor the possible bene- 
fits of tariffs are symmetrical as between developed and 
under-developed countries. As regards the burden on 


exports to the developed countries. Similarly, as re- 
gards possible benefits of tariffs to the importing 
countries, it is again evident that in industrial coun- 
tries, under conditions of full employment and high 
mobility and adaptability of resources, the net long- 
term national benefits from tariffs are at least doubtful, 
whereas in under-developed countries with low rates of 
utilization and inadequate mobility of resources, appro- 
priately selected tariffs could play a significant role in 
development of industry. 


The basic solution to the commodity problem, how- 
ever, cannot be sought in national economic policy of 
the developed countries. In the long run a solution can 
only be achieved by rendering the economies of under- 
developed countries less dependent upon the level or 
fluctuations of earnings from a handful of primary 

i OPES ee el oF - ap 
products. This can be accomplished only through 


port of foodstuffs. Ultimately, it means not only dis- 
placing some of the imports of capital goods, raw 
materials and foodstuffs by domestic production, but 
even expanding production to the point of exporting 


some of the very goods now appearing only on the 


import list. 


Unfortunately, economic development is a cure 
which in its early stages is likely to aggravate the 
patient’s illness. For to hasten the process of economic 
development means to accelerate the rate of capital 
formation and, in the present stage of economic 
development, this can be done only by increasing the 
rate of imports of capital goods. It also means to in- 
crease the rate of utilization of energy and, in countries 
not adequately endowed with such resources, this may 
involve a substantial increase in imports of fuel. Nor 
is it always possible to limit development to industries 
requiring only domestic raw materials, so that import 
requirements for raw materials are also likely to rise. 
Rising incomes and urbanization brought about by 
economic development may also add significantly to 
requirements for food, which, if not satisfied, may 
inhibit further development through inflation and 
social unrest. The grave responsibility which this prob- 
lem places on under-developed countries to utilize 
their resources rationally so as to achieve maximum 
production and income, and to employ sound fiscal and 
monetary policy so as to combine maximum growth 
with economic stability, has been examined and dis- 
cussed at length in both national and international 
forums. 


At the same time it is clear that even with the best 
and wisest of national policies, progress is bound to be 
disappointingly slow in the absence of adequate sup- 
port from the entire world community. It cannot be 
said that the present level of international aid is a 
negligible contribution to the development | of the 
poorer countries; in the aggregate it fully offsets the 
decline in the share of private foreign capital in rela- 
tion to the exports of primary producers since the 
nineteen twenties. Yet it needs only to be realized that 
on a per capita basis the total assistance amount® to 
only $5 per annum for-the-eontributing-countries and 
to no more than $2 per anni erving areas, 
to see how grossly inadequate is the sum to permit a 
significant break-through in economic development. 
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If an adequate degree of diversification and develop- 
ment of the under-developed countries could be 
achieved, not only would the problem of lagging de- 
mand for commodities be solved but the problem of 
instability would also be automatically reduced to 
manageable proportions. The importance of govern- 
ment policies in the field of taxation, social security 
and agriculture in helping to stabilize the economies 
of the industrial countries in the post-war years has 
been repeatedly underlined in the economic literature. 
Perhapg the most efficient and the most completely 


““built-in’’ automatic stabilizer of the industrial econo- 


It is this diversification which provides so much scope 
for adverse changes in one sector of the economy to 
be offset by favourable changes in other sectors. If the 


countries upon one or two sectors could also be 
broken, the problem of instability in such individual 
sectors would cease to Ioom_as_Jarge-as it now does 


in the total economy. 


Economic development cannot be achieved over- 
night, however, and in the meantime the problem of 
commodity instability continues to beset the world 
economy. The difficulties for policy in this area are 
well known. The review of national policy in chapter 2 
makes it abundantly clear that there is very little 
Governments can do, acting independently, to stabilize 
export proceeds from individual commodities. A greater 
measure of success has been achieved by Governments 
—through such measures as national marketing boards 
or, to a lesser extent, through taxation—to insulate 
incomes of domestic producers against fluctuations in 
world market prices. But even where domestic incomes 
of primary producers have been largely stabilized, it has 
not proved possible to insulate the economy as a whole 
against sharp variations in foreign exchange earnings. 
So overriding is the need for foreign exchange gener- 
ated by economic development programmes that it has 
not generally proved possible to set aside adequate re- 
serves in periods of rising earnings to finance the neces- 
sary imports in periods of declining earnings. The post- 
war years have accordingly been marked by a high de- 
gree of correlation between fluctuations in export pro- 
ceeds and those in imports and investment. 


At the international level, progress has been limited 


by the conflicting short-term interests of producers 
eee Seer SS ee 


and consumers, consumers being primarily concerned 
with avoiding excessive increases in prices and pro- 
ducers with avoiding excessive decreases. A consider- 
able measure of success has been achieved in provid- 
ing a forum for international confrontation of national 
policies, in establishing commodity study groups and in 
developing statistical information and promoting re- 
search. There has also been significant progress in 
formulating the basic principles that should govern 
international stabilization, first, in the recognition that 
commodity agreements must embrace consumer as well 
as producer interests, and second, in the growing un- 
derstanding that price objectives must not be divorced 
from underlying market realities if they are to serve a 
useful purpose. On the operational level, however, 
progress has been pamfully slow, perhaps owing in part 
to the corollary following from these principles that 
stabilization must be approached on a commodity-by- 
commodity basis. Bolder proposals for dealing with 
commodities on a more comprehensive basis—re- 
viewed in chapter 3—have generally failed to strike a 


responsive chord in government thinking. 
ees 


The many difficulties surrounding international com- 
modity stabilization policy are tending to focus atten- 
tion anew on proposals for strengthening the liquidity 
position of the under-developed countries. The Inter- 
national Monetary Fund has played an increasingly im- 
portant role in recent years in helping Governments to 
cope with short-term balance of payments difficulties, 
and it is to be expected that, with the recent increase 
in the Fund’s resources, this role will continue to grow. 
But the Fund’s activities have only a marginal, rather 
than central, bearing on the problem of commodity in- 
stability. The time_has perhaps come to consider 
whether measures to mitigate the impact of commodity 
instability per se—be it through suitable international 
arrangements to assist under-developed countries to 
strengthen their national liquidity reserves, or through 
some form of international commodity insurance to 
provide partial compensation for fluctuations in foreign 
exchange earnings—might not be deserving of consid- 
eration. If the problem of commodity instability came 
to be viewed not in a narrow context of price haggling 
between producer and consumer interests, but in the 
perspective of the need to place economic development 
on a more stable footing, there can be little question 
but that solutions could be found for many of today’s 
apparent insolubles. 
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COMMODITY TRADE AND POLICIES IN THE POST-WAR PERIOD 


Chapter 1 


TRENDS AND FLUCTUATIONS IN WORLD TRADE OF 
PRIMARY COMMODITIES 


Trends in world demand and supply 


THE GROWTH OF WORLD PRODUCTION AND TRADE IN growth of the world economy has been the persistent 
PRIMARY COMMODITIES widening of the gap between the rates of expansion in 

the industrial and the primary producing countries. It 

In the three decades since the late nineteen twenties is true that the patterns of growth as between the major 


the total ppt of goods from the factories, farms and sectors of the economy have been broadly the same in 
Ce f the world, excluding the centr y planned both regions; while output of food and raw materials 
Spon eer apprommarely dow! ed. While production showed a substantial rise between 1928 and t955=1957, 
advanced in each decade, the growth was not uninter- the increase was only two-fifths of that-achieved in 


tupted; the first half of the nineteen thirties, in par- manufactures. But, since output of food and raw ma- 
ticular, was a time of profound and world-wide eco- terials is a much higher proportion of total economic 
nomic malaise. Nor was the expansion at all evenly activity of the primary producing countries than of the 
distributed among the different branches of the world industrial countries, there has been a continuing lag 
economy or among the various regions. On the con- in the total output of goods in the primary producing 
trary, as emphasized in recent issues of the World countries. Moreover, the growth of primary production 
Economic Survey, the divergences in rates of growth in the two regions has been dissimilar in composition. 
have been wide indeed, both as between primary and While production has expanded more rapidly in raw 
manufacturing production and as between the indus- materials than food in both industrial and primary pro- 
trial and the less developed areas. ducing countries, the discrepancy has been much more 


pronounced in the latter regions owing to an extraordi- 
nary expansion in petroleum output; in the shorter 
—— post-war period, this difference in growth rates has con- 

1 Unless otherwise stated, “‘world” in this chapter excludes the tinued in the primary producing regions, but it has vir- 


centrally planned economies of eastern Europe and mainland : : . . 
‘China. ta development of primary Siatandity oredeaina and tually disappeared in the case of the industrial coun- 


‘trade in these two areas is discussed in chapter 4. tries (see table 1). 


One of the characteristic features of the long-term 


Table 1. Indices of World® Production and Quantum of Exports of Primary Commodities and Manufactures, 
1928 to 1955-1957 


Primary 


World producing countries» Industrial countries® 
Item 1928=100 1948=100 1928=100 1948=100 1928=100 1948=100 
ht aE apt nc Se RE EE A Si Se ee a 
Production 
MG ve dhe s+ ok hee epee n™ Wee AP p 204 144 173 138 213 146 
PMNS ac cae deren cnn eeecen teens 246 158 260 151 245 159 
USS SEETT gg ee, ae Ge Sipe ny Se iets 155 127 156 135 155 121 
Food, oils and tobacco... 6s. 0nssrecccrens 149 25 146 129 153 120 
EM IELINID TT co ites ee oe ae eee ee 172 136 201 168 163 121 
Primary, excluding petroleum............-+.. 145 124 146 132 144 119 
Exports 
DUA D ee Ora eo ae ein cise nis Palnemie Ome nes.» > 10.6 .° 155 176 
TC oc eS eg en eee 203 195 oan us sas ee 
Primary commodities 4..........--++seeee00: 132 144 153 139 102 155 
Primary commodities excluding petroleum. .... 114 134 123 124 101 157 
Source: United Nations Bureau of Economic Affairs, based on > All areas other than North America, western Europe and 
League of Nations, World Production and Prices and Review of Japan, and those listed in footnote a. 
World Trade (Geneva), and data supplied by Statistical Office ° North America, western Europe and Japan. 
of the United Nations and Food and Agriculture Organization 4 Based on sample of thirty-four major internationally traded 
of the United Nations. primary commodities. 


* Excluding eastern Europe, USSR and mainland China. 
Ly 
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COMMODITY TRADE AND POLICIES IN THE POST-WAR PERIOD 


The changes in the structure of world production 
have greatly altered the structure of world trade and 
the trading relations between industrial and primary 
producing countries. While, over the past three dec- 
ades as a whole, rising levels of income and output have 
resulted in an expansion of world trade in both primary 
commodities and manufactured goods, the growth of 
economic activity has been appreciably greater than the 
Bee roi egies Maneoeet ex Ee oul ar eres 
fallen in proportion to total output, world trade in 
primary commodities has also fallen in proportion to 
total world trade. The increase in total trade of primary 
commodities was less than one-third of that in manu- 
factures between 1928 and 1955-1957; furthermore, if 
petroleum is excluded, the growth amounted to no more 
than one-seventh of that in manufactures. Conse- 
quently, trade in primary commodities has failed to 
keep pace with the expansion in world production of 
these commodities, and even less with the expansion 
in world manufacturing output. Such growth as has 
taken place in trade of primary commodities has, in 
fact, been confined to the post-war decade. This recent 
expansion has been buoyant, though in part it has re- 
flected the recovery of production and trade from war- 
time disruption and devastation. Although in the post- 
war period world trade in primary commodities has ex- 
panded at a somewhat higher pace than primary pro- 
duction, its tendency to lag behind world manufactur- 
ing production has persisted. 


While it is true that this lag has affected the exports 
of both the industrial and the primary producing coun- 
tries, it has had much greater significance for the latter, 
for their ability to achieve higher levels of income is in 
large measure conditioned by the trends in their export 
markets. Although the exports of the less developed 
regions between 1928 and 1955-1957 did not lag to the 
same extent as world trade in primary commodities— 
in fact the growth in their exports was about 60 per 
cent greater than total world exports of primary prod- 
ucts—they nevertheless expanded by some two-thirds 
less than world manufacturing production. In the post- 
war period, between 1948 and_1955-1957, however, 


exports of the Timar roducin countries also grew 


OF te PEMD aL ys Procucine COUNTIES elisa. 
less rapidly than world exports of primary commodities. 
The magnitude of the lag in total trade of primary 


commodities, considerable though it has been, under- 
states the unfavourable experience of most primary 


producing countries. For, the rates of growth in world 


trade of the major groups of primary commodities tra- 
ditionally exported mainly by the less developed areas 
have been very uneven (table 2). By far the largest in- 


* While it is true that the difference in the rates of growth in 
total economic activity and total trade is in part due to the smaller 
share of primary commodities in total output (about 40 per cent) 
as against their larger share in total trade (about 70 per cent), it 
is clear that, even if manufactures and primary commodities had 
had equal shares in both total output and total trade, the lag in 
total trade would still have been markedly present. 


Table 2. Indices of World Trade in Primary 
Commodities, 1928 to 1955-1957 


Item 1928 = 100 1948 = 100 
Total, primary commodities 
Quanta seas eee ae 132 144 
Unit values: 224 5955 eee 127 lll 
Food, oils and tobacco * 
Quanttum ta le eee 107 134 
Unit wale), . ni sic go cee eee tae 100 78 
Beverage crops 
Quantant’ 54a ee eee 138 114 
Unit .valtie..« ss.scewecteser aoeeee 146 163 
Agricultural raw materials 
Quantic sno nee 105 bs yy/ 
Wintt valuchemece bia dace 120 117 
Ores and non-ferrous metals 
Quanta. 2. ced eel a LS 160 
Unit-valtie.aiss oee 7 teens 125 120 
Fuels 
A Fro 31 1 Pa oN aren yee bh 241 197 
Winttevalteter ae ae ae ee 157 103 
Petroleum 
Qufanitumia. ee oes © see oe ee 235 
Unit value? 2 eee 133 104 
Purchasing power ® 
Total, primary commodities...... 176 158 
Total, excluding petroleum. ..... 151 148 
Terms of trade » 
Total, primary commodities...... 133 110 


Source: Statistical Office of the United Nations and Bureau of 
Economic Affairs. 

* Excluding beverage crops. 

> Based on unit values of world manufactures. 


crease took place in petroleum. Of the 32 per cent ex- 


pansion_in the volume of world-trade-n-primary com- 
modities over the past thirty years, the increase in 
petroleum exports accounted for nearly three-fifths; 


petroleum, in fact, was t e only one of the major primary 
commodity groups whose growth outstripped the ex- 
pansion of world manufacturing production. As a_con- 


———— 


sequence, between 1928 and 1955-1957, the expansion 


in vo ' modity exports of the less 
develo gions, exctusiv : nted 


to no more than one-sixth of the advance in world 


manufacturing output. 


Although the growth in volume of world trade in the 
various commodity groups, other than petroleum, has 
lagged behind world manufacturing production, the 
expansion in some groups has been quite strong. The 
increase in world trade of ores and non-ferrous metals” 
has compared ior unfavourably with the growth of 
world manufacturing output. Trade in beverage crops 
has also shown a substantial increase. Indeed, it is in 
the basic foods and agricultural raw materials, notably 
textile fibres, that the Tag S vily con- 
centrated. In fact, the levels of trade in these two 
groups were not much higher in 1955-1957 than they 
had been in 1928. 


CHAPTER 1. TRENDS AND FLUCTUATIONS IN WORLD TRADE OF PRIMARY COMMODITIES 19 


Underlying the lag in trade of primary commodities 
has been the persistent tendency of demand for these 
commodities to grow less rapidly than economic ac- 
tivity in the industrial countries. To some extent, the 
gap in rates of growth between primary trade and manu- 
requirements for imported primary commodities are 
smaltin relation to output, and the decline in the share 
of Europe, where the raw material import content of 
See we zerative yeh. tis relatively high. The increased self-sufficiency 
of both regions in primary commodities has been an- 
other depressing factor. As will be seen below, however, 
powerful forces associated with industrial growth in 
each of the two regions have been more important in 


accounting for the relatively slow expansion of trade 
in primary commodities since 1928. 


Although sluggish demand is the principal reason for 
the relatively slow growth of trade in primary commodi- 
ties since the late nineteen twenties, it nevertheless 
seems that the increase in world supplies has not kept 
pace with demand. The comparativety tow etasticity in 
supplies available for export has been reflected in a 
marked rise in prices of primary commodities relative 
to those of manufactures. This sluggishness in export- 
able supplies has been due only in part to the failure 
of production to grow. The slower growth of exports 
as compared with production has also to some extent 
been due to increased home consumption in the ex- 
porting countries. 


The trends in the terms of trade have in large meas- 
ure determined the extent to which the sluggish growth 
in primary commodity exports has been reflected in the 
ability of exporting countries to acquire Imports: It 
may be seen from chart I that the sharp increase in 
export unit values of primary commodities in relation 


3 The estimated magnitude of the change in terms of trade 
varies, of course, with the choice of commodities included in the 
index of primary commodities. Estimates of changes between 
1928 and 1955-1957 in the terms of trade between primary com- 
modities and manufactures, expressed as the ratio of their export 
unit values, range from an improvement of 25 per cent to one of 
33 per cent. 

ay Using average unit values for thirty-four major commodi- 
ties, on which the present analysis is chiefly based, the improve- 
ment amounts to 33 per cent, between 1928 and 1955-1957. 

(2) Linking primary commodity Tr unit values for 1928 
and 1938 computed by the League of Nations with the primary 
commodity index recently computed by the Statistical Office of 
the United Nations, the improvement is somewhat smaller, 
namely, 27 per cent from 1928 to 1955-1957. ‘ 

(3) An estimate published in the GATT report, Trends in Inter- 
national Trade, shows a smaller increase in primary commodity 
export unit values than those used in (1) and (2) above. The 
CATT series implies a correspondingly smaller improvement in 
terms of trade, amounting to 25 per cent between 1928 and 1955. 

(4) An estimate of the Food and Agriculture Organization 
(published in the State of Food and Agriculture, 1956) shows an 
increase of 23 per cent in the terms of trade of agricultural prod- 
ucts between 1927-1930 and 1954-1955. 

It may be noted that the estimate used in the present study 
gives the largest increase of all these alternative estimates. Asa 
result, it minimizes the extent of the lag in purchasing power of 
primary commodities. 


to manufactured goods has tended to compensate in 
part Pamtietceene colin fT onui conti primary commodity trade.‘ 

Over the past thirty years as a whole, the combined 
effect of the changes in export volume and terms of 
trade resulted in an advance in purchasing power of 
primary commodities as a group of only half as much 
as world manufacturing production. But even this rela- 
tively small expansion was considerably augmented by 
the rapid growth in exports of petroleum and, if petro- 
leum exports are excluded, the expansion in purchasing 
power of primary commoditi e 
than one-third of the increase in world manufacturing 
output. Over the post-war period between 1948 and 
1955-1957, petroleum exports still considerably aug- 
mented the growth in total purchasing power; the lag 
in purchasing power of primary commodities excluding 
petroleum nevertheless persisted, although, largely 
because of special circumstances in the early post-war 
years, it was apparently of smaller dimension than was 
evident over the whole thirty-year period.® 


While the lag in external purchasing power of the 
less developed countries was not as pronounced as that 
in world primary commodity exports as a whole, it has 
nevertheless been considerable. Thus, if petroleum is 
excluded, the increase in the external purchasing power 
of these countries between 1928 iG 1955-1957 was 
only two-fifths of the advance in world manufacturing 
activity. In the post-war period, the contribution of 
petroleum to the expansion in total external purchasing 
power was again marked; in fact, it was sufficient to 
close the gap between the increases in external pur- 
chasing power and in manufacturing output. If petro- 
leum is excluded, however, the lag in external purchas- 
ing power continued to be of significant dimensions. 


TRENDS IN CONSUMPTION OF INDUSTRIAL COUNTRIES 


The trends in the volume and unit values of world 
trade in primary commodities since 1927 have taken 
place against a background of profound demographic, 
scientific and economic change. The effects of these 
developments upon commodity markets and upon the 
countries producing primary commodities have been 
far-reaching. 


Between 1930 and 1957 the population of the United 
States and western Europe, which are the largest con- 
sumers of primary commodities, increased by 39 and 


4It should not be thought, however, that the export unit 
values of primary producing countries have risen to the same 
extent in relation to unit values of the industrial countries. Inas- 
much as many industrial countries export significant quantities 
of primary commodities, the export unit values of the less de- 
veloped countries have not risen in relation to the industrial 
countries’ export unit values to the extent that they have in- 
creased relatively to manufactured goods. 

5 Owing to the relatively slow recovery of primary production 
from the devastation and disruption caused by the war, trade in 
primary commodities was still ‘ike in 1948 and rose at an 
unusually high rate in the immediately succeeding years. 
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Chart 1. Selected Indicators of World Production and Trade: Average Annual Rates of Increase 
(Percentage) 
I. 1928 to 1955-1957 
WORLD PRIMARY PRODUCING COUNTRIES 
Including petroleum Excluding petroleum Including petroleum Excluding petroleum 
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II. 1948 to 1955-1957 


WORLD PRIMARY PRODUCING COUNTRIES 
Including petroleum Excluding petroleum Including petroleum Excluding petroleum 
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A= World manufacturing production 

B=Primary production 

C=Primary commodity trade 

D =Purchasing power of primary commodities in international trade 


Source: Table 1. 


23 per cent respectively. At the same time, effective recovery from the depression of the early ninet 

demand expanded at a vigorous, though uneven, rate. thirties was slower. In the following ers ewes 
Output grew rapidly in western Europe between 1927— manufacturing production in the United States which 
1929 and 1936-1938 though, in the United States, was spared the physical destruction of war, rose rapidly. 
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In both regions, post-war growth in manufacturing 
production has been very substantial, though the es- 
pecially rapid expansion in western Europe has, in part, 
reflected recovery from war-time destruction. Further, 
with the rapid growth in general economic activity, per 
capita real incomes have generally advanced strongly 
since 1927. In the United States, for example, the rise 
of per capita incomes between 1927-1929 and 1955— 
1957 amounted to 57 per cent. For the post-war period 
alone, there was an increase in per capita incomes of 
14 per cent in the United States and 32 per cent in 
western Europe. aE ae 


Expanding economies, growing populations, and 
higher levels of per capita income have resulted in the 
use of increasing amounts of industrial raw materials 
and foodstuffs. Thus, in the two major industrial re- 
gions, the absorption of raw materials grew consider- 
ably between 1927-1929 and the nineteen fifties. How- 
ever, the advance in consumption of primary commodi- 
ties has not been in proportion to the expansion in total 
economic activity. Between | an 52, United 

States consumption of raw materials as a whole rose 

by only Ralf aatmiaeh aa, annfachsae production 
while consumption of food lagged even more; these 
developments represented the continuation of trends 
which have been visible since the beginning of the cen- 
tury. Although comparable data are not available for 
the western European countries, it may be safely as- 
sumed that, in view of their advanced stage of economic 
development, the same broad tendencies have also been 
present. Moreover, it appears that, in both the United 
States and western Europe, this tendency has been 
considerably accelerated during the post-war period. A 
partial indication of this phenomenon is provided by 
the trends of apparent consumption of the principal 
groups of primary commodities. Consumption in all of 
the major commodity groups, shown in chart 2, which 
comprise the major primary commodities exported by 
the less developed countries, lagged behind the growth 
of closely related manufacturing sectors. This was true 
even in the case of such a dynamic group as the non- 
ferrous metals, where the increase in use of the com- 
modities outpaced the growth in manufacturing output 
of the entire economy. 


A number of factors have contributed to this per- 
sistent tendency of consumption of primary commodi- 
ties to grow less rapidly than economic activity in the 
industrial countries. It is well known that, while the 


quantity of food demanded grows with rising levels of 
real income, the increase in per capita demand tends to 
be aie to the advance in incomes. 
Indeed, at high income levels, consumption of many 
staple foods may stagnate or even decline. 


As regards industrial raw materials, several impor- 
ieee 

6 See World Economic Survey, 1955, pages 33 and 37; also, 
United States Department of Commerce, Raw Materials in the 
United States Economy, Working Paper No. 1 (Washington, D.C., 
1954). 


tant factors have contributed to the declining raw ma- 
terial content of finished output in the industrial coun- 
tries. A factor which has operated with greatly increas- 
ing force in the past decade has been the growing use 
of synthetic raw materials. But two other developments 
appear to have had-an appreciably greater impact upon 
raw material markets. One has been the change in the 
structure of industrial production and, in particular, 
the rapid growth since the war of those industries which 
consume fewer raw materials or fabricate them to a 
greater extent. The other has comprised the whole 
range of new industrial techniques that have emerged 
from the scientific advances of recent decades; consid- 
erable economies, for instance, have been achieved in 
the utilization of some materials through the introduc- 
tion of new processes, such as electrolytic plating of tin. 

These factors, which have depressed demand for 
primary commodities as a whole, have caused the trends 
in demand for.individual commodities to diverge widely 
from each other and from the general pattern. For one 
thing, the rising level of consumer incomes has wrought 
substantial changes in consumption habits and this has 
favoured some commodities, often at the expense of 
others; the tendency towards greater equalization of 
personal incomes has similarly modified the pattern of 
consumption. As a result, the demand for more expen- 
sive goods, such as automobiles, home appliances and 
the consumption of such non-durables as clothing and 
food has expanded much less rapidly. In addition, the 
increased role of governments, and especially the great 
expansion in the size of military establishments, has 
had a significant impact on the demand for certain raw 
materials. The metals in particular have benefited from 
the expanding production of military hardware as well 
as from the building up of aiatcieciecollesratie 
over the past three decades, there have been innumer- 
able scientific and engineering developments which, 
through transforming industrial techniques and creat- 
ing a wide range of new products, have greatly altered 
the composition of demand for primary commodities. 
Examples are the advances in internal combustien-en- 
gineering which have led to a widespread introduction 
of gasoline and diesel engines in industry and transport; 


the development and proliferation in the use of syn- 
thetic Fibres; advances in-mining—and—weralturgical 
techniques; the vast changes in food processing and 
storage; and the development of the synthetic rubber 
industry. 

As a consequence of these changes in demand, the 
rates of growth in the various sectors of the economies 
of industrial countries have extended over a wide range. 
In the United States and western Europe, as shown in 
chart 2, such industries as textiles and food have grown 
relatively slowly since 1927, while the industries pro- 
ducing metal products and chemicals have advanced 
much more rapidly. For the post-war period, the more 
vigorous expansion in output of heavy goods as com- 
pared with non-durables has persisted. That this uneven 
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pattern of industrial growth has directly influenced the 3. The sharp rise in consumption of petroleum and the 
non-ferrous metals and, at the other extreme, the stag- 


rates of utilization of different primary commodity Tous me 
nation in consumption of natural fibres provide striking 


groups is evident from the changes in consumption of 
the several major groups of commodities. It is also re- examples of these patterns of growth. But these dispari- 


flected in the varying rates of growth of per capita con- tiesin the advance of consumption in individual com- 
sumption of individual commodities, as shown in table modities have not only reflected the different rates of 


Chart 2. United States and Western Europe:* Indices of Manufacturing Production by Industry, 
and of Apparent Consumption of Selected Groups of Primary Commodities” 
Indices of Manufacturing Production, 1927-1929 to 1955-1957 
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Indices of Apparent Consumption, 1927-1929 to 1955-1957 
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Source: United Nations, Ee ic Survey of EF; MP 
eee aed eres ce a era 1957 at Products; United States Department of Commerce Foreign 
: 98.1T.E.1); and Agric re Organization of the Commerce Yearl survey of C i | L 
United ion. akan Pie bribed Yearbook, Survey of Current Business and Business 
Organisation for Kuropean Economie Co-operation, Industrial fens 
© : G led ny 5 is 1 ] . . 2 
Bee 1900-1957 and Foreign Trade Statistical Bulletin, Series 
2 Commonwealth Economic Committee, Industrial Fibres 
World Consumption of H ool and Plantation Crops; International 
Cotton Advisory Committee, Cotton Quarterly Statistical Bulletin 
and Cotton World Statistics; International Rubber Study Group 
Rubber Statistical Bulletin; Metallgesellschaft citvenbesetneae 
Metal | Statistics; United States Department of Asviealtase. 
Pia nat Sees and Related Data, Consumption of Food in the 
nited States, and Cons j Itilizati : j 
. onsumption and Utilization of Agricultural 


a Member countries of the Organisation for European Eco- 
nomic Co-operation, j 
b Crude petroleum; non-ferrous metals: aluminium, copper, lead 
tin, zine; natural rubber; textile fibres: cotton, wool silk, ‘utes 
beverages: coffee, tea, cocoa; food and tobacco: wheat, ee 
maize, barley, beef and veal, mutton and lamb, sugar en ra and 
coconut oil, bananas, tobacco. Group averages wore ear uted 
on the basis of 1935-1938 average world import unit “altos 
Figures for the food and tobacco groups and the total for weste n 
Europe exclude meat. aaa 
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Table 3. Indices of Per Capita Consumption® of Selected Primary Commodities 
in the United States and Western Europe, 1927-1929 to 1955-1957 
a 


United States 


Weslern Europe 


Commodity 1927-1929=100 1948-1950 = 100 1927-1929= 100 1948-1950 = 100 
Crude netroleumisc / 2s. cc..sdeecssc 619 124 1,31] ‘250 
| Non-ferrous metals 
PCtalleetn ware phere suet 223 139 183 
ES Fee 6! 
LACNESIID 1 eee Ge ee 1,011 198 675 oy 
eek Bee Ue RT IE Ke RE 223 91 100 134 
DIKE, oy Se RS Ee Sian ee 131 102 107 143 
CAPR Eee h a Siete as .eKe x 102 99 150 150 
DER weedeat ie Ber evict cite cs fg 50 1 70 131» 
PutOral Papper let ss Flo. kOe ORR x 99 80 192 132 
Textile fibres 
Otani eee oe eee é 84 81 101 
Carton ae ate: re ee ee a. | 93¢ 9le 81 107 
Wael. (clear: hari)? sw. .606 5 2 6 76 53 87 91 
Jute Te She San Sl ee OR 604 604 76 160 
STS NOR wok acca a ee 14 134. 17 aval 
Beverages 
SLB 21 2. 2c Se serene ea 122 89 99 123 
Coffee 2 RRs SRR i a RT eee 128 87 104. 153 
Coeds.) ee eT 8k 117 93 120 12 
dE TSKEK SRI Re aie ee 89 100 90 108 
Food and tobacco 
‘Peabales ne rer Oe oe ok 97 95 121e 125¢ 
eer and vealee .. Se... eee 161 129 NS 130 
Tobacco (unmanufactured)....... 15] 98 219! 115 
Sn ee, ee tne 97s 101« 130 123 
ey nn ee oe eee eS 89» 1125 155 159 
Marzeue ee ee re i ee 85» 90» 91 156 
Mutton and lamb............... 80 100 oe 98 
Banatias ee ies pe ie is 1D 93 149 ONS) 
Copra and coconut oili.......... 65 66 100 139» 
bE ee ae, ae ye 645 64. 108 113 
Rice ee oe eras 535 Q]s 96 133 
Source: Chart 2. © 1955-1956. 
* Apparent consumption with adjustments for 1955: 


stock changes where possible. Estimates for com- 
modity groups based on 1935-1938 weights, using 
import unit values for agricultural products, aver- 
age prices in London for metals and average prices 
in the United States for petroleum. 

> 1948-1949 = 100. 


growth in the various sectors of industry, but also the 
varying influence of other factors, such as the substi- 
tution of synthetics, changing price relationships and 
technological advances. 


Among the non-ferrous metals, for instance, chang- 
ing price relationships have been of some importance in 
influencing the trends in consumption of the individual 
commodities. Thus, a progressive fall in the price of 
aluminium relative to copper and steel has favoured its 
increasing use as an electrical conductor and as a struc- 
tural material. Partly for the same reason, aluminium 
has gained at the expense of timber as a structural ma- 
terial, of tin in the manufacture of foil, of Iead in the 
- manufacture of cables and of zinc in the casting of dies. 
' Copper, in turn, has been 1 i i 


© Excluding meat. 

£ 1925-1929 = 100. 

® Refined sugar only. 

5 Including military food and non-food consump- 
tion. 

i Net imports. 


lead in plumbing materials partly because of the rela- 
tive Fise in The -prtze—vftead—Substivarton tras also 
played some part in accelerating the growth in con- 
sumption of petroleum. Consumption of petroleum in 
western Europe has advanced at a relatively more rapid 
pace than consumption in the United States and, in 
part of course, this has reflected the much lower levels 
of European consumption in 1927-1929. But this ad- 
vance has also been stimulated by the progressive ex- 
haustion_of_easily accessible coal seams and by labour 
shortages. These have contributed to the rising price of 
coal relative to petroleum, encouraging the use of the 
heavier grades of petroleum as a source of energy. 
While European consumption of all petroleum prod- 
ucts grew swiftly between 1948 and 1957, the share of 
fuel and diesel oils rose from 51 to 62 per cent of the 
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total. Thus, changing price relationships coupled with 
technological advances have worked in favour of some 
raw materials at the expense of others. 


case of natural rubber. Total consumption of rubber, 
like that of petroleum and non-ferrous metals, has 
shown considerable growth during the post-war years. 
Yet the trends in consumption of natural rubber in 
western Europe and the United States have been quite 
different. While the expansion in consumption has 
been at a high rate in western Europe, consumption 
has actually declined in the United States. The price 
of natural rubber has not only tended to rise in relation 
to synthetic rubber since 1950 but has been far less 
stable; and as a result, there has been large-scale sub- 
stitution of synthetic for natural rubber. But, as the 
synthetic rubber industry has so far been largely con- 
centrated in the United States, the displacement of 
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natural by synthetic rubber has gone much further in 
the United States than in western Europe. This is 
illustrated by the following figures which express 
synthetic rubber consumption as a percentage of 
natural rubber consumption: 


1948 1955 1957 
Western Kurope....... = 14 a2 
United States 2-2 sees EL 141 172 


Source: International Rubber Study Group, Rubber Statistical 
Bulletin (London). 


The impact of technological progress and substitu- 
tion has been of even greater significance for some 
major textile fibres. While world consumption of 
apparel fibres as a whole grew by about 50 per cent 
between the immediate pre-war years and the mid- 
nineteen fifties, and by about 30 per cent during the 
post-war period, the consumption of cotton, wool, jute 


and silk advanced much less rapidly (See table 4). In 


Table 4. Estimated World Consumption of Apparel Fibres 


(Percentage distribution) 


alee a —— Total, 

Year Cottons Wool Ce eae on aos 4 teen 
103421038) ee ee 80.1 1140625 23 2 100 
NO54=956\. cose eeereere 68.9 10.2 0.2 8.3 10.4 pap. 100 


Source: Commonwealth Economic Committee, 
Industrial Fibres (London, 1958). 

® Consumption in seasons (1 August to 31 July) 
commencing in year shown. 


both the United States and western Europe, for ex- 
ample, total consumption of the natural fibres has 
scarcely grown at all since 1927, and, on a per capita 
basis, consumption has actually declined. In these 
countries, indeed, consumption of natural fibres has 
stagnated more than that of any other commodity 
group. The inherent properties of synthetic fibres have 
been important in promoting their use at the expense 
of cotton, wool, and silk, while the development of 
bulk handling and paper packaging has checked the 
consumption of jute. The competitive success of the 
synthetics has also been due in part to a considerable 
fall in their prices relative to natural fibres. 

While technological change and competition have 
also shaped the growth in consumption of foods, 
tobacco and beverage crops, perhaps the most powerful 
influences operating upon these markets have been 
associated with the general advance in levels of living. 
With rising levels of real income, there is a progressive 
relative shift in consumer demand towards durable 
articles and certain services and away from foods. 
Within foodstuffs, moreover, the change in demand 
patterns tends to favour the more expensive foods such 


b Clean basis. 
¢ Production. 
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as dairy products, meat, fruit, sugar and beverages, and 
to affect adversely such staple foods as the cereals. 


These tendencies in food consumption operated with 
considerable force between 1927 and 1957. While sub- 
stantial increases in the quantum of consumption of 
some foodstuffs have taken place, this has not been 
true of food consumption as a whole. In western 
Europe, the principal world importer of many food 
crops, and in the United States, a major market for 
many tropical products, food consumption has lagged 
significantly behind the rise in real income and econo- 
mic activity. Reinforcing the effect of these trends upon 
demand for foods have been the growth in use of such 
beverage substitutes as soft drinks and the reduction 
in losses made possible by advances in the handling 
and storage of food. 


IMPACT ON IMPORTS 


The sluggish growth in world demand for those 
primary commodities exported by the less developed 
countries has been clearly manifest in the declining 


share of such commodities in the total imports of the 
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major industrial areas. While the share of all primary 
products in the value of total imports of the United 
States and western Europe combined hardly changed 
between 1927-1929 and 1955-1957, this was in large 
measure due to the strong growth in petroleum im- 
ports, as well as to the inShease Dr valie of Gade in 
forest products and solid fuels among the ir he industrial 


countries. In sharp contrast to the experience of fuels 
and forest products, the share of twenty-three major 
primary commodities exported by the primary produc- 
ing countries declined heavily, not only in relation to 
the value-of-total-merchandise imports, but, as shown 
in table 5, also in relation to their total imports of 
primary products. 


Table 5. United States and Western Europe:* Gross Value of Merchandise Imports 


(Billions of dollars; as percentage of total imports) 


United 
Item States 


Total merchandise (billions of dollars) 7.1 


Total merchandise (per cent)........ 100 

RPOUERY TIMOUCS .. ode xk ds ase 69 
Twenty-three selected commodi- 

ROB era wehitnn sawn mek ngs 41 

Crude petroleum?.............. 3 

be ee ey ae ee 25 


1927-1929 1955-1957 

Western 7 U niled Waline sae 
Europe Total Stales Europe Total 
26.1 Sone 12.4 40.3 52.8 

100 100 100 100 100 

69 69 - 68 71 70 

34 36 32 26 Dye 

3 3 7 6 6 

SP 30 29 39 37 


re 


Source: Statistical Office of the United Nations, 
Yearbook of International Trade Statistics; League of 
Nations, Statistical Yearbook, 1930/31 (Geneva); 
International Monetary Fund, International Finan- 
cial Statistics (Washington, D.C.); Organisation for 
European Economic Co-operation, Foreign Trade 
Statistical Bulletin, series Vv (Paris); United States 
Department of Commerce, Foreign Commerce Year- 
book, vols. I and II, 1930 (Washington, D.C.). 


The slow expansion in world trade of primary com- 
modities has been occasioned only partly by the lags 
in consumption described above. For the impact on 
imports of these trends in consumption has been con- 
siderably reinforced by the movement towards in- 


. . ry — eee 
creased self-sufficiency in the industrial regions as a 
whole. In the United States, for example, the volume 


of total imports of the primary commodities included 
in table 6 excluding petroleum, increased between 
1927-1929 and 1955-1957 by 17 per cent, whereas 
consumption of the same commodities advanced by 
35 per cent. In western Europe, consumption of these 
commodities similarly rose by 35 per cent, but the 
volume of imported supplies increased by only 9 per 
cent. If the imports of these commodities into both the 
United States and western Europe are added together, 
their total increase between 1927-1929 and 1955-1957 
amounted to about 11 per cent. As this was approxi- 
mately equal to the increase in the volume of world 
trade as a whole in these commodities, these data 
indicate the considerable influence that the trend 


towards greater self-sufficiency has had upon world 
trade in primary commodities. 
Pee Paty LOMO: 

The impact of the increase in self-sufficiency can 


also be strikingly demonstrated, in value terms, if it is 
supposed that domestic production had not increased 


*Member countries of the Organisation for 
European Economic Co-operation, excluding ‘Ire- 
land, Turkey and Switzerland. 


> 1927-1929 figures adjusted for devaluation of 
dollar in 1934. 


¢ For list, see chart 2. 


4 For 1927-1929, crude petroleum and petroleum 
products. 


relatively to consumption but had remained a constant 
proportion and that the trends in consumption had 
nonetheless been the same. In the event, if the share 
of net imports of the twenty-three primary commodi- 
ties and petroleum into the United States and western 
Europe had been the same in 1955-1957 as it was in 
1927-1929, their value would have been moré than two 
billion dollars greater than it actually was, owing, for 
the most part, to larger imports of western Europe. 
These various measures amply indicate that the changes _ 
in western Europe’s ability to meet its requirements of 
primary commodities from domestic resources have 
been of particular importance, for this region is the 
world’s largest market for most of the primary com- 
modities considered here. Jt is, moreover, the principal 
market in nearly every case where imported com- 
modities are also domestically produced in the in- 
dustrial countries. In fact, of the twenty-two primary 
commodities shown in chart 3, imports of western 
Europe in 1927-1929 occupied a predominant position 
in world markets in sixteen cases; United States im- 
ports were larger than those of western Europe only 
in petroleum, natural rubber, bananas, coffee, sugar 
and tin. Moreover, the relative dominance of western 
Europe in many world commodity markets has tended 
to increase during the post-war period. Thus, in 
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Table 6. Apparent Consumption and Imports 
Western Europe, 


of Selected Primary Commodities* into the United States and 
1927-1929 to 1955-1957 


oo ee th ee eS eee eee 


United States 


Western Europe 


Net imports ‘ 
(as percentage of apparent consumption) 


Commodity Total Total a United States =f Western Europe 
: con- _Gross con- Gross * ot ene = 48 1955- 
upon HTT gore Tee eAOD Me f999 ‘194g 1957 ‘1929 19501957 
Commodities, world exports of 
which have risen by more 
than 25 cent 
petal ¢ Ren: 863 526 1,600 eet 8 6 12 95 90 91 
Alain un eneereeenee 1,348 776 840 1,1 ae ae Stee ee ao ae 
Ree re Wn eacpacen 325 126 356 286 100 100 100 100 100 99 
TERN ORR ie nin ee Ge 181 393 159 82 ° 24 48 70 69 63 
Copper. ¢er rc ac<cne ve 142 252 184 183 ° 24 iy 97 93 95 
Barleyoee. es coe ne a 190 118 sare A Fe a ae e = 
(G d Poll, il 91 122 122 100 
Coffee i : akin a on leks 187 128 123 100 100 100 100 100 100 
BAREIS, 5400000000006 114 114 194 194. 100 100 100 100 100 100 
COocodmape eas cea IPA 121 151 ae 100 100 100 100 100 100 
Commodities, world exports of 
which have risen by less than 
25 per cent 
Mutton and lamb...... dll 70 a 123 1 — — ae 48 44 
ead ye ess etree 107 687 123 116 9 48 55 81 78 fig 
Wiheatemepmescsa cee 9] 54 132 75 ° ° ° 43 28 PA 
BAS Pe eeracubercannintecnce ors 115 116 112 101 100 100 100 100 100 100 
Dlgar kel. ease ree. 133 100 159 142 64 52 49 40 35 27 
Wool (clean basis)..... 107 109 105 62 62 80 83 80 
Commodities, world exports of 
which have declined 
APR 3 Mates Sie Bohan Oona 808 80 89 62 100 100 100 100 100 100 
Wobaccouanne meer 18] 166 131 99 9 7 9 55 40 36 
Li ae pete sacs ae Ud 97 98 100 100 100 95 96 95 
Beefrandavealeeenaenren 222, 139 se 69 3 2 2 Rai 13 10 
Gottonserere acer eee 138 36 » 99 89 6 e 2 100 92 87 
Maize ater ner crc 87 a7 118 58 ° ° ° fé 49 Eee 
Riche ier ore: ers - 118 38 eae ° ° 44 14 14. 
Co) Ne Ra ts i pee i 12 18 17 100 100 100 Sf 32 
TOTAL, EXCLUDING PETROLEUM 135: = 117i 135! 1093 


Source: See chart 2. 

* Arranged in descending order of magnitude of the change 
in world exports between 1927-1929 and 1955-1957. 

> 1948-1950 is used for European countries since data for 
earlier post-war years are to a greater degree influenced by the 
effects of the war. 

° Consumption refers to total consumption of rubber, whereas 
gross imports refer to natural rubber only. 

4 For metals other than aluminium, data on imports refer to 
net imports of metals plus ores. For aluminium, imports refer 


petroleum, natural rubber and sugar, western Europe 
has become the world’s largest importer. 


minerals as petroleum and zinc, it has been most pro- 
nounced in the case of agricultural conimodities, 
notably food. Increases in relative self-sufficiency of 


‘In most cases, total consumption refers to apparent con- 
sumption; that is, domestic production plus imports and minus 
exports. The data have been adjusted for changes in stocks 
whenever available. 


to metal imports. Consumption data refer to primary metal. 

° Net exporter. 

£1955. 

* For western Europe, consumption and imports are for 1952— 
1956 and 1925-1929 instead of 1955-1957 and 1927-1929. 
However, net imports/consumption ratio is for 1955-1957. 

5 1954-1956. 

i Excluding meat. 

i Excluding mineral ores. 


two or more times have been achieved in such cases as 
barley, wheat, maize and rice; smaller, though still 
substantial increases, have taken place in other in- 
stances, for example, in sugar, tobacco and cotton. 


It can be readily seen from table 6 that the commodi- 
ties experiencing no lag or the smallest lag in volume of 
total world trade between 1927-1929 and 1955-1957 
are for the most part those for which the imports of 
western Europe or the United States, or both, expanded 
at relatively high rates. They include petroleum, a num- 
ber of non-ferrous metals and rubber, whose consump- 
tion, as already seen, grew comparatively rapidly in 
either one or both of these industrial areas, It might 
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Chart 3. Shares of Imports of United States and Western Europe in World Trade of 


Selected Primary Products,* 1927-1929 and 1955—1957 


> (Percentage) 
Aluminium 


Crude petroleum 


Natural rubber Zinc 


y WL 


7, 


eee 


1955-1957 


1927- 1927- 1955-1957 1927- 1955-1957 927- 1955-1957 
1929 1929 1929 ‘1929 
Bananas 


Mutton and Lamb Lead Tea 


Beef and Veal 


FA Share of western Europe 


Source: United Nations Bureau of Economic Affairs. Width of 
bar for 1955-1957 in relation to bar for 1927-1929 is in propor- 


tion to change in quantum of world trade. For aluminium and 


be thought that the United States would have con- 


tributed more strongly to the trends in world trade of 


these commodities, since the movement towards greater 
self-sufficiency in these commodities has usually been 
stronger in western Europe than in the United States. 
For example, United States trade in copper and zinc 
metals has been strikingly transformed in the past thirty 


years; mainly because of the depletion of domestic ore 


deposits, the country changed from a net exporter of 


theSe metals in 1927-1929 to a large net importer in 
post-war years. But, in fact, despite the growing self- 
sufficiency, western Europe’s con ion of these 


products has expanded so rapidly that its imports have 


also risen at relatively higher rates than those of the 


United States. Fae 
a 


Yy, Share of United States 
4 


Sugar 


Cotton 


S| Share of rest of world 


petroleum (including refined products), the increases were 670 
and 512 per cent respectively. 

* Ratios for metals are based on imports of primary metal; for 
copper and lead, imports include refined metal. 


Similarly, the commodities whose volume of world 
trade has grown least over the past three decades as a 
whole are those agricultural commodities for which im- 
ports of the United States and western Europe have 
declined or advanced only slightly. The dominant im- 
A Oa EU a ee the course 
of world trade is again evident in this group, as may be 
seen from table 6. In a number of these commodities, 
the United States is a minor importer and, notwith- 
standing a considerable degree of self-sufficiency, west- 
ern Europe remains the major market. Generally, there 
has been but moderate growth in western European 
imports of these commodities; and it is clear that the 
tendency towards a relative decline in western Euro- 
pean dependence on imported supplies has been a fac- 
tor ance tiv emer DE wold wale = 
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This general pattern, which emerges from a review 
of the period from 1927 to 1957, has been no less evi- 
dent during the post-war period. Starting from the 
reconstruction of war-devastated economies, western 
Europe has experienced a rapid expansion of manufac- 
turing production. Increasingly, in the nineteen fifties, 
incomes have expanded, import capacity has risen, and 


demand; and where supply availabilities have been 
limited, as for example, in cocoa, buoyant European 
demand has contributed to inducing relatively large in- 
creases in prices. 


In view of the generally greater dependence of west- 
ern Europe as compared with the United States on im- 
ported supplies of primary commodities, it is natural 
to expect that western Europe should play an important 
role in the development of world trade in primary com- 
modities. But what is so striking is the extent of its 
influence. Two factors which might have suggested a 
more prominent role for the United States in compari- 
son to western Europe in the case of the most expansive 
commodities are its more rapid growth in manufactur- 
ing production between 1927 and 1957, and the in- 
creased relative self-sufficiency of western Europe in 
many commodities. Yet so rapidly has consumption in 
western Europe expanded that its imports haye risen 
sharply. In the least expansive group of commodities 
on the other hand, both the less rapid growth of con- 
sumption in western Europe and its increased self- 
sufficiency have strengthened the tendency for world 
trade to stagnate. — bo oe 


The significant decrease in western Europe’s relative 
dependence on imported supplies of primary products 
has without doubt considerably intensified the effect 
on primary product trade of those major developments 
in the demand of industrial countries for primary prod- 
ucts which were discussed earlier. The influence of the 
changing pattern of industrial growth, economies in the 
use of raw materials and the displacement of natural 
raw materials by synthetics, together with the increased 
self-sufficiency of the industrial countries, have in large 
measure been responsible for the failure of primary 
commodity trade to keep pace with the growth of world 
industrial activity. 


THE CHANGING PATTERN OF SUPPLY 


While the volume of world trade in primary com- 
modities has lagged behind the growth in world manu- 
facturing production over the whole period since the 
late nineteen twenties, the effect of this lag upon the 
expansion in external purchasing power of the primary 
producing countries has, to some extent, been alle- 
viated by the rise in price of primary commodities rela- 
tive to the price of manufactures. This relative increase 
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in price has been indicative of some measure of inflexi- 
bility in supply conditions in relation to the growth in 
demand outlined above. 


Over the past thirty years, the conditions of su ly 
surrounding numerous primary commodities hae 
undergone changes hardly less far-reaching than those 
in defend The marked ex pansion ia die volmeoiiea 
noted in the previous section has revealed considerable 
flexibility in the adaptation of production and exports 


of most primary commodities to the changing level and 
pattern of demand. Nevertheless, a rise in the real 


prices of primary commodities has generally been nec- 
essary to induce the expansion in output.’ While the 
growth in demand has stimulated-substantial new in- 


vestment in many branches of primary production, the 


conditions of suppl : it 
an expansion in output or exports at unchanging real 


prices. 


This bas been broadly true of the commodity groups, 
such as the minerals, beverages, tobacco and certain 
non-staple foods, for which there has been a strong 
growth in world demand. For example, while world pro- 
duction of minerals in general has risen strongly since 
1927-1929 in response to expanding world demand, 
this has usually been associated with an advance in real 
prices. Similarly, though the export supply of bever- 
ages, tobacco and such foods as bananas and sugar has 
increased in response to rising levels of world demand, 
there has been a concurrent advance in real prices. 


But this has by no means been evident in all com- 
modity markets where demand has risen strongly. In 
aluminium and petroleum, for example, changes in sup- 
ply conditions have clearly permitted substantial in- 
creases in output or exports in response to rising de- 
mand without any appreciable advance, or even with a 
fall, in real price (see table 7). Further, in those mar- 
kets, such as for cereals and textile fibres, which have 
been characterized by the comparative stagnation of 
demand, long-term changes in supply conditions have 
largely served to depress real prices. Changes in supply 
conditions have thus independently affected the long- 
term trends in price and volume of the various primary 
commodities. At the one extreme, there have been mar- 
kets where the expansion in demand has been con- 
fronted by relatively inflexible supply conditions and 
real price has risen no less strongly than volume. At the 
other extreme, there have been markets where a rela- 
tively stagnant demand has been associated with dy- 
namic changes in supply conditions, and real price, 
rather than the volume of trade, has consequently been 
depressed. The extent of the changes in supply condi- 
tions surrounding individual commodities has thus had 
considerable influence upon the trends in their export 
proceeds, 


gee ere ’ : ° = ° r 
Real prices”, as used in this section, refers to import unit 
values of commodities deflated by prices of ma $ 
ee shames sae ect othe », = A 18 aE 
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Table 7. Changes in World Exports, Real Unit Values and Production of Major Primary Commodities* 


(Percentage) 


i i 


Exports 
Item bp caret Leeper 
etroleumee <u). ads alice 512 145 
Non-ferrous ores and metals‘ 
Bauxite and aluminium. . . 725 90 
OO eae 82 43 
LAC: te ae 75 49 
Lead ot eee all 24 
TUE 8 cet —ll 25 
Agricultural raw materials 
HE NOTR ee camino ccs wrx ao eV! 42 
Lb: J Sn —3 141 
ReOrert de obec an Ses —31 23 
NTRS OELES oe Sk 4 10 
Beverages 
OP LSD gt 47 21 
Sr 34. 26 
UE a 2 13 37 
Food 
Cereals: 
SAREE tate te wes ate 5 85 187 
SPAS ae ee eee ff 37 
Biren eee 5 Ny i ee cs —38 66 
ine et ts —4] 18 
Meat: 
Mutton and lamb...... ps —16 
Beef and veal.......... —22 18 
Oshers: 
BANS So ae os nS wie ees 4]5 425 
ater sooo oe cass se 29 54 
core & Se ee eae 26 65 
LGU ETT es 2 ee 5i 29 


From 1927-1929 From 1946-1948 
to 1955-1957 


Real unil value Production 


From 1927-1929 From 1946-1948 
to 1955-1957 to 1955-1957 


to 1955-1957» 


33 =2 343 90 
—26 49 850 157 
62 71 68 51 
32 —3 65 60 
67 —17 int 53 
34 1 ~3 46 
—31 47 o 57 
~7 34 26 74 
=f —§ 66 73 
24, 55 40° 29« 

41 104 44 29 
44 4 57 24 
14 21 70 54 
—20 =—32 135 68 
—15 od 54 25 
29 —24 45 27 
5 = 24 48 21 

1 49 

19 30 

118 4 
Sah 7 sth om 
20 mm, 50 25 
31 8 124 17 


Source: Statistical Office of the United Nations, Statistical 
Yearbook and Yearbook of International Trade Statistics; Metall- 
esellschaft Aktiengesellschaft, Metal Statistics (Frankfurt am 
Kain); International Tin Study Group, Statistical Bulletin 
(Hague); United States Bureau of Mines, Minerals Yearbook 
(Washington, D.C.); United Kingdom Colonial Geological Sur- 
veys, Statistical Summary of the Minerals Industry (London); 
United Kingdom Imperial Institute, Mineral Industry of the 
British Empire and Paces Countries (London); Organisation 
for European Economic Co-operation, Industrial Statistics, 1900- 
1957 (Paris, 1958); League of Nations, Industrialization and 
Foreign Trade (Geneva, 1945). 


xports refer to actual quantity. Real unit values refer, in 
ee 


For many primary commodities, the extent to which 
supply conditions have been adaptable to the changing 
level and pattern of demand has been limited by the 
availability of known and accessible natural resources. 
In minerals, for example, the discovery or development 
of rich, new ore deposits has been a condition of the 
expansion of supplies. Similarly, in some tropical or 
semi-tropical agricultural crops, increased output has 
partly depended upon the availability of suitable soils 
and climatic conditions in areas to which the market 
economy can be extended. Wherever such natural con- 
ditions have been favourable to an expansion of output, 


general, to import unit values deflated by world manufacturing 
unit value. However, in the case of nomferrous metals, unit 
value refers to export unit value. 

b Because of lack of data, base period is generally 1947-1948. 

° Including exports of refined products. 

4 Base periods for exports and real unit value, 1928 and 1948 
respectively. Production refers to production of ores. 

® On clean basis. 

f Base period, 1925-1929, 

« Base period, 1948. 

5 Referring to quantity of total world imports. 

i Obtained by means of linking two different series; may not, 
therefore, be strictly comparable. 


productive capacity has generally been increased 
through the attraction of new investment capital. Not 
all primary commodities, however, are subject to such 
restrictive conditions. The acreage planted to the major 
staple grain crops or to some fibres has been readily ex- 
pansible in response to favourable price movements. 
Further, the output of most primary commodities has, 
in varying degree, been increased through the utiliza- 
tion of more capital-intensive methods or through 
technical advances such as improved methods of ore 
extraction or processing or the development of higher 
yielding plants. In many commodities, governmental 
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policies have also played an important role in modifying 
supply conditions; generally, these have been designed 
to encourage the expansion of output but sometimes 
they have exerted a restrictive influence on the adapta- 
tion of supplies to demand. 


These several factors have been of widely differing 
importance in shaping the changes in conditions of 
supply for the various primary commodities over the 
thirty years since the late nineteen twenties. In the 
main, the expansion in supplies of minerals and bever- 
fee eee 
of new sources Of Supply, while, in most staple foods 
and textile fibres, increases in acreage and productivity 
have been the dominant features of the changes in sup- 
ply conditions. Such changes have been of great im- 
portance, not only because they have contributed to 
shape the trends in volume and real price in individual 


commodity markets, but also because they have often 
favoured the trends in export proceeds of new, export- 
ing countries at the expense of the traditional sup- 
pliers. But these are broad generalizations to which, as 
discussed in more detail below, there have been fre- 


quent exceptions. 


Among the non-ferrous metals, the most striking de- 
velopment, as may be seen from table 7, has been the 
very. tepid grat Wee 
aluminium concurrently with a ine in real price. 
Technological advances within the industry have con- 
tributed to the lowering in cost of aluminium, but, by 
comparison with other non-ferrous metals, the relative 
decline in price has also been facilitated by the abun- 
dance df new ore deposits. The mining of bauxite in the 
primary producing regions has, for example, been of 
fairly recent origin and, as may be seen from table 8, 


Table 8. Production of Non-ferrous Ores by Regions* 


(As percentage of total world production in 1927-1929) 


Commodily and region 


Bauxite 


Wire Nets tereeiaae bhepo glad eds nds aoa aera 


Primary eee: COUNETICS et eae Tene 
METICA eid hike auc wise bed eee ete os 
Otnerg sates cha ppm dae a eel ee 


Latin 


Copper 


WOT] care erent acre Stl aloe ee ee ee 


Primary producing countries.............. 
VatimeAmerted 18)... ciane eees eele 


Nir Ca yc) ot. eae er Re ee 
Othérs tener ce eee 
Zinc 
World Serre tates Dien eta en a 


Primary pene COUDIMIESs \raalehGnits. 4 


Katine America ae nn 
Bhd (GES By A ee ON eR ee eo, a 
Othera << hot ne eee 
Lead 
Worlds eos, Sita ate eee, See 


Latin America 
Oceania 
Others 


World 


Africa 


Source: Statistical Office of the United Nations 
Statistical Yearbook; International Tin Study Grou t 
Statistical Bulletin; Metallgesellschaft Abcangesll. 
schaft, Metal Statistics; United Kingdom Colonial 
Geological Surveys, Statistical Summary of the 


Primary ee COUNTIES? .G janes tate ey we 


Change from 
1927-1929 1955-1957 1927-1929 to 
1955-1957 

Bre oe 100 950 850 
rae to ZT 196 
a eee 25 679 654 
Soteee 24, 600 576 
ae ] i 78 
Ata 100 168 68 
ores 62 83 21 
Seer 38 85 47 

ae 25 34 1] 
Sh one 8 42 34 

5 St 6 9 3 
“ene 100 165 65 

“ee it 95 23 
hs See 28 69 41 

are 11 32 a 

Ese 2 y a5 

oe 14 20 6 
By 100 PUL ll 
oe 61 47 —14 
Care: 39 63 24 
eee 17 25 8 
caer 12 19 ? 
or 9 19 10 
Serta 100 7 —3 
ee 3 3 = 
“sae 7 95 io 
scale he 64 62 = 
he 24, 17 — 7 
teaies 4 15 8 
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Minerals Industry; United States Bureau of Mines, 
Minerals Yearbook. 

* Excluding centrally planned economies. Indus- 
trial regions comprise North America, western 
Europe and Japan. 
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! has recorded spectacular increases. Most impressive has 
been the increase in Jamaican production which was 
|) begun_as recently as 1952 and which, by 1955-1957, 
» accounted for about one-quarter of the world total. 


Trends in supply conditions of the older non-ferrous 
‘metals have contrasted sharply with bauxite and alu- 
minium. The real prices of tin and lead, for example, 
have risen strongly, although technological advances in 
the more economic utilization of these metals together 
with competition from other materials have heavily im- 
paired the growth in demand. The traditional major 
producers of tin have been centred in south-eastern 
Asia and Latin America, and both regions sustained 
some reduction of their share of world production be- 
tween 1927-1929 and 1955-1957. In Asia, this partly 
reflected the effect of war devastation, while, in Latin 
America, Bolivia has suffered from a partial exhaustion 
of deposits. To some extent, however, the stagnation 
of output in these regions has been offset by the ex- 
ploitation of new deposits in Africa. The expansion in 
output of other non-ferrous metals, such as copper and 
zinc, has been appreciably greater. But again, it has 
been facilitated by the development of new sources of 
supply. In particular, Africa, which is of recent origin 
as a major source of non-ferrous metals, has markedly 


increased its share of world production in €opper and 


zinc as well as in tin. In copper, however, the increase 
in Africa’s share of world production has not simply 
reflected the partial exhaustion of older mines in other 
areas. Chile, which is one of the largest producers of 
copper, is still well endowed; but heavy taxation of the 
copper companies in the post-war period until 1955 de- 
terred new investment and caused output to stagnate. 


The availability of suitable natural resources has 
similarly played a part in shaping the changes in supply 
conditions surrounding some beverages, particularly 
cocoa. But, for the beverages, particular care must be 
exercised in drawing any inference from a comparison 
of the change between the two terminal periods 1927- 
1929 and 1955-1957 in output and exports on the one 
hand and real price on the other (see table 7). For, in 
these commodities, the response of output to changes 
in price generally lags by a few years, since the augmen- 
tation of output depends upon the maturation of new 
trees. In the middle and later years of the nineteen 
twenties, for instance, coffee prices were relatively high 
and this stimulated an expansion in new plantings; 
when the new trees came to maturity in the nineteen 
thirties, the decline in prices occasioned by the depres- 
sion was seriously aggravated by over-production. A 
similar pattern has been repeated in the nineteen fifties 


Table 9. World Exports of Coffee, Cocoa and Bananas 
(As percentage of total world exports in 1927-1929) 


Change from 
Commodity and country 1927-1929 1955-1957 1927-1929 to 
1955-1957 
Coffee 
Ayr d eee tener aR nee Ae) SIT. ORE Se eo ake 100.0 147.1 47.1 
Major traditional exporters................ 68.6 80.8 T2 
Parad ae ee ee oon Os Ea ARPS bis 57.9 59.8 1.9 
Lolpinhbi te (i oe cee See eatin & 10.7 21.0 10.3 
SIRT SEMI EER orn nl cbs Be he aes Srp me act 31.4 66.3 34.9 
Keays aud Usaiilts. 6 6762 os Sonne nes 0.8 6.5 Bot 
Breneii W estAlriea. 2 ac.. Saas eee aici = 7.6 7.6 
Cocoa 

"World OS Se OLR oe. Ee ee ee eee 100.0 143.6 43.6 
Major traditional exporters................ 54.5 65.5 11.0 
Fact rari ee eB ola fain eel oto 41.6 43.8 Poe 
[55701 ee, ee. Ss leige nares rer eer 12.9 Psi 8.8 
thier exportete-- 25) eee es es cess ors 45.5 Meal 3220 
Nigeria and British Cameroons........... 8.3 21.0 12.7 
Prenel: W est ALriea Pc 26 .cn ac sole we 2.9 IB) WL) 
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Source: League of Nations, Statistical Yearbook; 
Food and Agriculture Organization of the United 
Nations, Yearbook of Food and Agricultural Statis- 


tics (Rome); International Institute of Agriculture, 
International Yearbook of Agricultural Statistics 


(Rome). 
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Table 10. World Production and Exports of Cereals, Sugar and Cotton* 
(As percentage of total world production in 1927-1929) 
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when the rising prices of preceding years stimulated 
widespread new planting. The new trees have recently 
begun to bear fruit and world coffee prices once again 
have been i “a cy ownturn under 
the weight of increasing supplies. Thus, supply condi- 
tions, while delaying the response of production to 
prices, have not limited the growth of world output. 
Such conditions have, however, affected the rate of 
growth in individual producing countries. Brazil’s share 
of world exports of coffee, for example, declined from 
98 per cent in 1927-1929 to 41 per cent in 1955-1957, 
partly because of the exhaustion or full utilization of 
climatically best-suited areas. On the other hand, the 
share of other minor coffee exporters in the world mar- 
ket rose sharply in the post-war years. For example, 
new investment has resulted in a large expansion of 
production in Kenya and Uganda and French West 
Africa, and, consequently, these areas have emerged-as 
important new suppliers (see table 9).9 

The limiting influence of natural conditions has been 
more apparent in the case of cocoa. Particularly in the 
post-war years, production in Ghana, which is the 
world’s largest supplier of cocoa, has been adversely 


affected by the extensive utilization and partial exhaus- 
diseases. This has been offset to some extent by the 
development of production in-new-areas-of other-coun- 
tries where, incidentatty, producers-have the special 


advantage that their trees are young and therefore have 
not only better resistance to pests and diseases but also 


higher yields. Thus, the share of Nigeria and French 
West Africa, for example, in world cocoa exports rose 
Esa below UL per cent in 1527-1929 to about 24 per 
cent in 1955-1957, while Ghana’s share declined dur- 


ing the same period from 42 per cent to 31 per cent. 


In contrast to most non-ferrous metals and tree 
crops, the growth in world production and exports of 
a number of staple foods and textile fibres since the 
late nineteen twenties has served to depress their real 
prices in international trade. In part, this has been an 
outcome of major changes in world import demand for 
these commodities. As illustrated by the growth in 
world production relative to world exports which is 
shown in table 10, there has been a marked trend to- 
wards greater self-sufficiency in many of these com- 
modities. This has been clearly manifest in the decline 
since 1927-1929 in the shares of the major exporting 
countries in world production of cereals, sugar and 
cotton (see table 10). At first sight, it may seem contra- 
dictory that world production of such commodities has 
generally risen quite strongly although their real prices 
in international trade have declined. For the output of 
these commodities is fairly responsive in the short run 
to changes in price, since the acreage under crop can 
be readily varied. But it has to be recalled that the link 


9 Needless to say, these and similar shifts were not exclusively 
supply Seetainel For example, the growing demand for instant 
ae has greatly benefited the African robusta-type coffee. 


between international prices and prices paid to farmers 
has been severed in many countries by means of sub- 
sidies, import duties and other official devices. Thus, 
under the stimulus of fayourable domestic prices, the 
acreage planted to crops has increased in many 
countries concurrently with declines in real prices in 
international trade. 


However, the comparative stagnation in world im- 
port demand, though accounting for the lack of growth 
in volume of trade, does not fully explain the changes 
in real international prices. For the conditions of sup- 
ply, particularly those surrounding cereals, have also 
been considerably altered by increases in productivity. 
Long-term changes in yield have been-atleast-as impor: 
tant as changes in acreage in accounting for the ad- 
vances in world production. Chart 4 compares the 
changes in yield between 1927-1929 and 1954-1956 
with the changes in output for major exporting and im- 
porting producers of wheat, maize, rice and cotton. As 
may be seen, the most conspicuous feature is the gen- 
eral increase which has taken place in the yields of all 
four commodities in exporting as well as importing 
countries. For all four commodities, yields in some 
countries increased by an even larger proportion than 
output. This was the case in all the major wheat-export- 
ing countries where substantial increases in yield sufficed 
to raise output in spite of declines in acreage. In wheat- 
importing countries, increases in domestic production 
were mostly the result of a combination of increases in 
yield and expansion in acreage. 


The fairly general long-term rise in yields of field 
crops in exporting as well as in importing countries, 
and in primary producing as well as in industrial coun- 
tries, was largely the result of substantial technological 
improvements in agriculture associated with marked in- 
creases in investment. Of particular importance have 
been increased mechanization and the rapidly expand- 
ing application of fertilizers in both industrial and pri- 
mary producing countries during recent years. As 
shown in table 11, the use of tractors and major fer- 
tilizers in the nineteen fifties frequently more than 
modest increases were in the region of at least 7 to 8 
per cent per annum. It will be noted that the countries 
listed in table 11 are the same—with a few omissions 
owing to lack of data—as those whose yields, as shown 
in chart 4, had increased rather substantially. 


The recent rapid advance in the use of tractors and 


fertilizers in many primary producing as well as indus- 


trial countries indicates that substantial new invest- 
Peta bees Catt, 
new investment has been stimulated in many countries 
by the favourable prices received under governmental 
programmes for agriculture. Furthermore, in some in- 
stances fertilizers and farm equipment have been sub- 
sidized either directly or by means of such devices as 
favourable exchange rates for imports. 
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Chart 4. Indices of Production and Yield of Wheat, Maize, Rice and Cotton in Selected Countries, 1955-1957 


(1927-1929 = 100) 


400 % WHEAT 
300 


200 


United States Canada Argentina 


Greece United Kingdom Belgium Egypt Italy Australia 


400 Rye” MAIZE 
oO, 


300 


200 


100 
0 

Canada France South Africa Morocco Italy United States Argentina 
300 RICE 


200 


United States Ceylon Indonesia. China Thailand Korea Japan 

(Taiwan) 

400 g” COTTON 

300 

200 

100 

0 . 
Mexico Brazil Peru India and Egypt United States 

Pakistan 


Z 


7 
Production in exporting countries Se Production in importing countries Yield 


Source: Food and Agriculture Organization of the United Nations, Yearbook of Food and Agricultural Statistics. 
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Table 11. Indicators of Agricultural Investment in 
Certain Countries between 1950 and 1956 


$$ eee 
Percentage change in 
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1952 1950-1952 1950-1952 
to to to 
Country 1956 1954-1956 1954-1956 
Primary producing countries 
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[RSG Wee aaa ae 139 45 4] 
LEAS cc pe gene eee 108 52 110 
United Kingdom........ 964 35 40 
Binited States... .....%; 13 34 33> 


Source: Food and Agriculture Organization of the United 
Nations, Yearbook of Food and Agricultural Statistics: Production. 

* 1951-1955. 

> 1949-1951 to 1953-1955. 

1951-1956. 

4 1950-1955. 


These developments have resulted in the accumula- 
tion of agricultural commodity surpluses in several 
exporting countries. In the United States, of course, 
where strong support has been given to farm prices, 
the problem has been particularly serious; even sub- 
stantial reductions in acreage have often failed to offset 
the sharp rise in yields. Thus, between 1954 and 1956, 
stocks of wheat held by the United States Commodity 
Credit Corporation were roughly equal to one year’s 
production and to three years’ exports; stocks of maize 
in 1956 were 20 per cent of domestic production or the 
equivalent of five years’ exports, while stocks of cotton 
were about 45 per cent of production or 132 per cent 
of exports. In the face of such developments 10 SUP 
plies, real prices in international trade have inevitably 
Sended tobe weak. go- #8" # 


This tendency towards the accumulation of excess 
exportable supplies of primary commodities has been 
particularly evident in the industrially advanced 
countries. In many primary producing countries, how- 
ever, the expansion of exportable supplies has been 
limited by greater home absorption of output as popu- 
lation and per capita incomes have risen. This effect 
has been conspicuous in the case of rice exporters in 
the Far East; for example, recent rice production in 
Thailand by far exceeded pre-war levels, yet exports 
have remained much lower. These developments have 
contributed to the appreciable decline since 1927-1929 
in the share of primary producing countries in world 
exports of some agricultural commodities such as 


wheat, maize and rice. Thus, exports of wheat from 
primary producing countries as a percentage of world 
exports declined from 43 per cent in 1927-1929 to 
30 per cent in 1954-1956, while exports of maize fell 
from 91 to 50 per cent and of rice, from 91 to 78 
per cent. 


In sum, although the supply conditions underlying 
primary commodities have generally undergone con- 
siderable change over the past thirty years, some degree 
of inflexibility has been evident in the majority of 
markets. While the encouragement given by govern- 
mental policies to new investment in most cereals and 
textile fibres has depressed the real prices of these 
commodities in the international markets, real prices 
of most commodities for which demand has risen more 


strongly have increased. In addition, part of such 
flexibility in output or exports as has been present has 
freqGently been achieved through the development of 
new sources of supply, so that the traditional exporters 
demand for their major exports. 


CHANGES IN EXTERNAL PURCHASING POWER 


At the beginning of this chapter, it was observed that 
the expansion of world income and output over the 
past thirty years since the late nineteen twenties has 
failed to induce a commensurate growth in the external 
purchasing power of primary commodities as a whole. 
But it has since been shown that the trends in demand 
and supply for the individual primary commodities 
have been widely different. It takes no more than a 
glance at chart 5 to realize that the consequent changes 


in the external purchasing power of the various com- 
modities have ranged over a very wide scale. At the 


one extreme, the external purchasing power of petro- 
leum increased between 1928 and 1955-1957 by i Tess 
than elevenfold, while, at the other extreme, the 


external purchasing power of maize declined by almost 


one-third. 


Chart 5 clearly reveals that, as described in the pre- 
ceding section, the long-term growth in world deman’ 
for most primary commodities has been associated wit 
some inflexibility in supply conditions. Thus, the 
aa Seon nemesitterye grrr hang increased have 
generally experienced even greater increases in ex- 
ternal purchasing power; advances in real prices have 
reinforced the effect of increases in volume upon 
external purchasing power. This has been true of most 
of the commodities in the upper three-fifths of the 
chart, such as the minerals, beverages and non-staple 
foods. On the other hand, among many of the com- 
modities in the lower part of the chart, which include 
most of the staple foods and textile fibres, either the 
volume of trade and real prices have both fallen below 
the levels of 1928 or, if the volume of trade has in- 


creased, it has been associated with a decline in real 
price. In cotton, jute, maize and cheese, for example, 
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Chart 5. Indices of Purchasing Power* and Quantum” 
of World Exports of Major Primary Commodities 
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Source: United Nations Bureau of Economic Affairs, based on data supplied by the Statistical Office of the United Nations and the 


Food and Agriculture Organization of the United Nations. 
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Note: The solid bar for “World manufacturing production” should extend to the left slightly beyond the bar for “Total, primary 


products”. 
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the effect of declines in the volume of trade between 
1928 and 1955-1957 upon external purchasing power 
was reinforced by falls in real prices. In wheat, barley 
and beef, although the volume of trade was higher in 
1955-1957 than in 1928, it was not matched by a 
corresponding change in external purchasing power 
since real prices had declined. 


While differing supply conditions have affected the 
relative changes in volume and real price, the changes 
in external purchasing power that are shown in chart 5 
have broadly reflected the trends in world consumption 
of individual commodities between 1928 and 1955— 
1957. Commodities in the upper part of the chart 
include most of the minerals, beverages and non-staple 
foods; these are the commodities for which, as indi- 
cated earlier, there has been a buoyant growth in 


world demand. On the other hand, the commodities in 


the lower part of the chart, such as the staple foods 


and textile fibres, whicl traditionally been the 


most important commodities in international trade, 
have invariably suffered from the weakness of trends 
in world demand. When the changes in purchasing 
power of individual commodities during the post-war 
period are compared with those for the period since 
1928, some shifts in the relative positions of the various 
commodities are evident. But, broadly, these have re- 
flected the acceleration during the post-war period of 
the changing pattern of world demand; they have not 
altered the general character of the longer-run 


developments. 


Although between 1928 and 1955-1957 only about 
one-fifth of the commodities actually suffered an 
absolute fall in external purchasing power, the number 
of commodities whose purchasing power rose at a 
higher i 1on was 


not much larger. Crude petroleum, aluminium and 
bauxite, copper, nickel, zinc, iron ore, bananas and 
wood-pulp, have composed the small group of com- 
modities having such favourable experience. Although 
these commodities had accounted for only a small pro- 
portion of the value of total primary trade in 1928, the 
sharply rising trends in their external purchasing power 
combined with the relative stagnation in that of many 
other commodities have produced important shifts in 
the commodity composition of primary trade. And this 
has caused a marked redistribution of external pur- 
chasing power among the individual primary exporting 
countries. As summarized in table 12, the increasetn— 
external purchasing power of crude petroleum and 


othe fuels, which constituted only 9 per cent of total 
primary trade in 1928, accounted for about 37 per cent 
of the total increase in purchasing power of primary 
exports between 1928 and 1955-1957. Another one- 
fourth of the total increase went to exporters of ores 
and metals, the share of which in total primary trade 
in 1928 had been the same as fuels. Thus, these two 
groups of exports together accounted for about three- 
fifths of the total increase in purchasing power of 
primary exports from 1928 to 1955-1957. However, 
while the increase in external purchasing power of 
petroleum accrued almost entirely to the primary 
producing countries, both the primary producing and 
the industrial countries benefited equally from the 
expansion in world demand for ores and non-ferrous 
metals. To a much smaller extent, exports of beverage 
crops and fruits also gained. On the other hand, ex- 
porters of agricultural raw materials and staple foods 


suffered a marked deterioration in their retative posi- 
tion. The small increase in the external purchasmmg- 


power of staple foods, moreover, accrued entirely to 
industrial countries. 


Table 12. Composition of Primary Commodity Trade and Changes between 


1928 and 1955-1957 in Terms of Purchasing Power 


(Percentage of total primary trade in 1928) 


eee 


Change from 1928 to 1955-1957 


Commodity Composition in ee Exports from 
ae es Total roducir 7 . 7 
1928 1955-1957 exports ‘Cae pci 

Pela ee etek 5 eR ee eae ole ai 9 37 28 25 

Ores and metals...,............ 9 27 18 9 9 

Agricultural raw materials....... , 36 47 ll 2 

Beverages and fruits............ 12 28 16 16 

Staple foods, oils and tobacco..... 34 on 3 5 
Tora 100 176 76 62 14 


Source: Source for chart 5, 
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The instability of world trade’ 


INTER-WAR AND POST-WAR EXPERIENCE 


The problem of the long-term lag in world trade of 
primary commodities which confronts most under- 
developed countries has invariably been compounded 
by the problem of short-period instability. Experience 
throughout the post-war years has forcibly demon- 


strated that short-period instability in world trade of 


primary commodities has persisted as a major flaw in 
the fabric of the international economy. It has been 
shown in the preceding section that the long-term 
growth in income and output of the industrial countries 
has not been associated with a comparable advance in 
wor rade ol primary commodities. But 1t 1s no less 
true that the great improvement since inter-war years 
in the internal economic stability of the industrial 
countries has not been matched by a commensurate 
gain in the stability of primary commodity trade. 


It is true, of course, that there has been some lessen- 
ing of the short-period instability in world trade of 
primary commodities since the inter-war years. In the 
post-war years between 1948 and 1957, the value of 
world “ie in individuat primary commodities fluctu- 
ated, on the average, by 12 per cent per annum, while in 
the inter-war _peri mounted 
to I'7 per cent. These figures signify that—in the post- 
war years, for example—the value of trade in most 
commodities could be expected to be some I2 per cent 
greater or smaller from year to year, solely because of 
eee athe warkea tuatiod andiquile 
apart from the influence of longer-run developments in 


depressing or raising the trend in value over the whole 
period. When it is recalled that world economic 


eo 
setbacks at all comparable in magnitude to the great 
severe recession of 1937/38, the gain in the stability 
of trade in the post-war years appears small. 


This moderate improvement in the stability of trade 
since the inter-war period has, moreover, by no means 
been shared equally by all commodities (see table 13). 
Among foodstuffs, for example, the instability in value 
of trade in grains as a whole has shown little change 
from the inter-war to the post-war period; on the other 
hand, trade in the beverages and non-staple foods has 
enjoyed a considerable gain in stability. Again, among 


16 Throughout this section, all the measures of short-period 
instability mentioned in the text or in tables have been calculated 
in the way described in the source for table 13. It should be 
noted that the short-period fluctuations in primary commodities 
which are discussed in this section differ, in eae from the 
fluctuations reviewed in an earlier study, United Nations, Insta- 
bility in Export Markets of Under-developed Countries (sales num- 
ber: 1952.11 A.1). In this earlier study, attention was focused 
upon the instability in volume, price and export progeees of the 
commodities exported by individual countries. In the present 
section, the discussion centres _upon s : 
the value, volume and price of world trade in individual com- 
modities. 


the raw materials, the value of trade in fibres has been 
hardly less unstable in the post-war period than in the 
inter-war years; but fluctuations i non- 
ferrous metals or petroleum have appreciably dim- 
inished. Tt will be observed that the commodity groups 
which have experienced some impr in the 
stability of trade have also been those which, as noted 
earlier, have been confronted with the most favourable 


long-term trends in external markets. 


These short-period fluctuations in value have, of 
course, been compounded of fluctuations in both 
volume and price. In the post-war years, when the 
short-period variations in value of trade amounted, on 
the average, to 12 per cent, the volume of trade 
fluctuated in the short period by 8 per cent while price 
a peta Pye PoP is Comparison of value, 
volume and price indicates that the short-period 
fluctuations in volume and price have by no means 
always reinforced one another, but have frequently 
changed in opposite directions; and the same was true 
in the inter-war period. 


When the post-war fluctuations in volume and price 
of primary commodities as a whole are compared with 
their fluctuations in the inter-war period, one striking 
similarity emerges. While the short-period instability 
in prices of primary commodities as a whole amounted 
to 16 per cent in the inter-war period, the instability in 
volume was again 8 per cent; in other words, although 
price has been less unstable in the post-war years, the 
instability in volume of trade in primary commodities 
as a whole has remained unchanged. Table 14 shows, 
however, that this absence of change in the average 
has been compounded of diverse changes in individual 
commodities. Quite a number of commodities, such as 
most non-ferrous metals, experienced a decline in in- 
stability; and in view of the greater post-war stability 
of manufacturing production in the industrial coun- 
tries, this is hardly surprising. At the same time, how- 
ever, there has been a considerable number of com- 
modities, consisting mainly of foodstuffs-andtextile 
Bie gaa op cacd costa det at one amth c= voice” 
trade have increased... °  — 
—_—_——_ 


The explanation for these increases in instability 
lies partly in the major structural changes which have 
taken place in production and trade of many foodstuffs 
and textile fibres since the inter-war period. As has 
been discussed in the preceding paragraphs, there has 
been a considerable growth of national self-sufficiency 
in many of the commodities within these groups; and, 
among the textile fibres, this tendency has been 
accentuated by the development of synthetic substi- 
tutes. As a consequence, the volume of world trade in 


In this section, price usually refers to world import unit 
values expressed in dollars, data on export unit values not being 
generally available. 
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COMMODITY TRADE AND POLICIES IN THE POST-WAR PERIOD 


Table 13. World Trade in Primary Commodities:* Short-Period Fluctuations in Value, 
-* Unit Value and Volume 
(Averages, 1920-1938 and 1948-1957; percentages) 


1920-1938 1948-1957 
Commodity and commodity group Wale Und vale Velev Vales neice Volume 
ne ee ee 19 19 5 diz fl : 
Coren eee 16 15 5 9 7 ‘f 
Hage h CON) a Needs Meer 1 10 3 12 2 : 
Aperavet ta ake eee ree 16 15 5 10 
Cereals 15 14 
be 18 14, 10 OS 
a it See 18 14 e be “ “ 
Se Me ean eae Cee 16 o 
eee eee CA bee 
Avatars it Gio were ieee 16 12 9 15 10 11 
d 
i a Lae a ene 4 10 7 10 
Iya? cual Weel, ooo agn crac ooo we 3 a : ve : : 
ee a ee 5 10 Zi, 
Muttonlandlamlbperueeneitererr 11 9 6 14 : ' 
Bananas eee eee etoerer seers 8 10 8 4, : 
PAV ECVARE Ne faints tersvepact. east aeets Ika} 14 8 7 6 
7 tob 
eae aie be Mn EE os Be on 20 18 1l le 17 10 
GOpraseeyoece Le eee 19 18 8 19 16 10 
Tabacee pastas rach Pet, PCR ar NS iy 9 5 6 4, 6 
AVETARG HT Ag Ur lttine ee aeeruns 14 12 6 10 8 7 
wee Se Malo V en Poy eieo fee, hteeeeaceee 21 18 8 18> - 19> 
WOO ewe ne Aree ee Bonar 19 21 8 Aly 17 10 
J Uke ee yon eee aby ar ay 18 15 18 21 16 16 
Coton een cia ccc 15 Ls 5 14 13 8 
IAVET ARC ed on mea ene oe 17 18 7 16 15 9 
Metals 
NMA, oacoocoeoucaanncs 28 6 25 i tye 6 9 
A hate tend eh a ne tie me 26 16 17 14 10 1S 
Nigad Se Meee nee Myo pek che DAE 20 9 16 18 14 
Copper matenimn shan ae neeey, 23 16 12 15 15 6 
LAT ea ra nc ae 2 15 I a 18 9 
VOLO che tise ck hen ee er 24 15 14 16 14 9 
Ores 
Bauxite semen tye 3 oases 22 8 
Zinc ore and concentrate...... 2 5 
Copper ore and concentrate... . 20 d 
Ironvoren een ee Ley, ll 
imeconcentrate a eee eee 16 3 
Other materials . 
INataralirubbenan ree enaee 3 29 13 30 25 7 
Crude petroleum, i, ccs es0ces 18 17 7 4 a) 3 
Average, Gl BTOUDS... 4 <aiwe kan 17 16 8 12 ll 8 


Source: United Nations Bureau of Economic 
Affairs, based mainly on data supplied by the Food 
and Agriculture Organization of the United Na- 
tions; Statistical Office of the United Nations, 
Statistical Yearbook and Yearbook of International 
Trade Statistics; League of Nations, International 
Trade Statistics (Geneva); Organisation for Euro- 
pean Economic Co-operation, Industrial Statistics, 
1900-1957; Metallgesellschaft Aktiengesellschaft, 
Metal Statistics; Deutsches Institut fiir Wirtschafts- 
forschung, Vierteljahrshefte zur Wirtschaftsforschung 
(Berlin, 1952); United States Department of Com. 
merce, Foreign Commerce Vou Bureau of 
Mines, Minerals Yearbook; United Kingdom Im- 
perial Institute, Mineral Industry of the British Em- 
pire and Foreign Countries, Statistical Summary; 
International Tin Study Group, Statistical Bulletin. 

To compute the short-period fluctuations, raw 
data were first converted into index numbers and 


trend was eliminated by the least squares method; 
the annual percentage changes in the series—with 
trend eliminated—were then computed and aver- 
aged. In calculating these annual percentage 
changes, the higher of each pair of years was taken 
as the denominator in order to eliminate the bias 
inherent in the more conventional procedure for 
calculating such percentage changes; this method 
is the same as that employed in Instability in Export 
Markets of Under-developed Countries (op. cit.), 
which, in appendix B, contains a fuller discussion 
of this ei i 


The total and group averages were obtained b 
weighting the short-period fluctuations in individe 
ual commodities by their value in world trade in 
1953. 

* Excluding centrally planned economies. 

» 1948-1956. 
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Table *eh World Trade in Primary Commodities: Changes in Magnitude of Average 
ort-period Fluctuations in Volume from Inter-war to Post-war Period i 


Difference in percentage fluctuations 


0 to2 2.1 to 4 4.1to6 


6.1 l08 Over 8.1 


Zine metal 
Sugar 


Source: See table 13. 


many agricultural commodities has contracted in rela- 
tion to world production and consumption; and the 
same percentage variations in output of these com- 
modities in the major importing countries has there- 
fore tended to induce larger percentage variations in 
the volume of trade.1? This goes some way towards 
explaining why, as noted above, the instability in value 
of world trade in such commodity groups as the cereals 
and the fibres has not declined since the inter-war 


period. 


It would, however, be erroneous to suppose that the 
growth in self-sufficiency or the development of 
synthetic substitutes have necessarily been the only 
reasons for the increases in instability in volume. 
Numerous other factors, whose importance could only 
be assessed by detailed commodity studies, may also 
have contributed to this result. For instance, there are 
doubtless some commodities for which the greater 
post-war instability has been an accidental consequence 
of abnormal events, such as exceptionally poor har- 
vests in some years;!3 the greater instability of beef, 
for example, has been related mainly to the serious 
post-war droughts in Argentina. It is also noteworthy 
that, among a number of commodities, the practice of 
holding stocks in the exporting countries has become 


12 For example, if domestic output normally supplies 50 per 
cent of domestic requirements, then a 5 per cent decline in 
domestic output in any year would require a 5 per cent increase 
in imports. But if domestic output is expanded relatively to 
domestic consumption and normally supplies 75 per cent of 
domestic requirements, then a 5 per cent decline in domestic 
“od ee would require a 15 per cent increase in imports. 

13. Qn the other hand, the relative absence of setbacks to 
production from natural events may have tended to stabilize 
trade. This has probably had some bearing on the greater post- 
war stability of trade in bananas; improved contro] over diseases 
affecting the banana plant, together with greater geographical 
dispersion of the industry, have tended to reduce the instability 
of output. 


Natural rubber 


Increase in instability 
Cheese Barley Butter Tea Silk 
Cocoa Mutton and lamb Lead 
Coffee Wheat Beef 
Rice Jute 
Tobacco Cotton 
Copra 
Wool 
Decrease in instability 
Tin metal Bananas Copper metal Maize Aluminium 
Coconut oil Petroleum Iron ore Bauxite 


Copper ore and concentrate 
Tin concentrate 
Zinc ore and concentrate 


———— eee 


more widespread in the post-war years, largely because 
of the intervention of governments in the export trade. 
And, for some commodities, such as wool or rice, since 
the annual exportable surplus is no longer wholly 
exported, the supplies entering international markets 
may vary more widely from year to year in accordance 
with changes in the marketing policies of producers or 
governments.1!4 


For these several reasons, the average short-period 
fluctuations in volume of trade of primary commodities 
as a whole have not been diminished in the post-war 
years. The short-period instability in price, on the other 
hand, has declined; and this has been true, not only of 
the average instability of prices of primary commodities 
as a whole, but also of most individual commodities 


(see table 15). 


Though the price of primary commodities as a whole 


has declined in instability-and-volume—has—not;- the 
instability of price has nevertheless continued to be 


1s con s 


14 Wool-growers, for example, in the major exporting coun- 
tries have traditionally tended to dispose of their total annual 
output on the international market, withholding only negligible 
amounts in the form of stocks; and wool output has tended to 
vary less in the short period than has demand. In the post-war 

ears, however, in Argentina and Uruguay, large supplies have 
ieee withheld from foreign markets in some years; and this has 
been reflected in wider post-war fluctuations in the volume of 
total trade. But, of course, this effect may also have worked in 
the opposite way. Among commodities whose annual exportable 
surplus is more unstable than world te demand, the willing- 
ness of exporting countries to absorb the variations in domestic 
output through holding stocks may have dampened the fluctua- 
tions in volume of trade. This, for example, has probably been 
true of bread grains. 
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Table 15. World Trade in Primary 


Short-period Fluctuations in Unit Value from Inter 


Commodities: Changes in Magnitude of Average 


-war to Post-war Period 


Difference in percentage fluctuations 


0 to 2 21 to4 4.1106 6.1 to 8 Over 8.1 
Increase in instability 
Barley Zinc 
Jute 
Decrease in instability 
i Sugar 
ini Beef Tin metal Bananas 
Coe Cheese Tobacco Butter eee 
I 
Copper metal Coffee 
Lead metal Natural rubber 
Maize Wheat 
Rice Wool 
Tea 


Mutton and lamb 
Coconut oil 
Copra 

Cotton 


SiisinsesnrTnnnTTrn nnn Ee 


Source: See table 13. 


greater change in price than in the quantities supplied; 
and conversely, for an increase or decrease in supply. 
But numerous exceptions to this generalisation have 
emerged in the post-war years whereas, in the inter- 
war period, the exceptions were few. Tea, wheat, beef, 


mutton, butter, bananas and tobacco have all shown 


greater stability in price than in volume during the 
post-war years; and among the raw materials, the same 


has been notably true of aluminium and silk. This 


reversal of the relative instability of volume and price 


has ensued—in part, at least—from the operation of 
various special factors in-each market. Beef and mutton 
prices, for instance, were fixed in most post-war years 
by the terms of bulk-purchase agreements between the 
United Kingdom and the exporting countries; again, 
wheat supplies have been rendered highly flexible by 
the existence of surplus stocks in exporting countries, 
and price fluctuations have been limited by the pricing 
policies of the major exporters working within the 
terms of the International Wheat Agreement; or again, 
aluminium and banana prices have been administered 
by a few large concerns in each industry. The effect of 
such circumstances upon the relative fluctuations in 
price and volume within each market demonstrates 
that the link between price and volume of primary 
commodities in international trade is often complex 
and indirect; it cannot be safely assumed that, because 
output of primary commodities in. the short period 
tends to be insensitive to changes in prices, the price 
of commodities in_international trade will therefore 


invariably tend to fluctuate more widely than volume. 


It is clear from this review of the changes in in- 
stability of primary commodity trade between the inter- 
war and post-war periods that the decline in instability 
has been small in comparison with the great gain in 


the internal economic stability of industrial countries. 


Not all commodity groups, moreover, have shared in 
the lessening of instability. Although prices have 
generally been less unstable, the instability in the 
volume of trade in numerous commodities has in- 
creased. This has partly reflected the influence of 
structural changes in world production and trade, such 
as the growth of national self-sufficiency: but institu- 
tional changes in individual markets may also have 
played some part. Institutional changes have more 
clearly moderated the volatile movements in prices of 
some commodities. 


THE MAIN SOURCES OF INSTABILITY 


The preceding paragraphs have given some indica- 
tion of the dimensions of the short-period instability 
experienced in the various international markets for 
primary commodities. Only a detailed study of each 
commodity market could reveal all the forces which 
have accounted for the instability of trade. But the 
main forces which have generated the fluctuations, 
and some of the subsidiary factors which have accentu- 
ated or dampened these fluctuations, may be briefly 
discussed. 


The main sources of instability in trade of primary 
commodities are well known. Of great importance is 
the influence exerted on primary tkets by the 
cyclical fluctuations in income and output of industrial 
countries. Superimposed ‘upon these cyclical move- 
ments are the sporadic shocks to the economic system 
released by such pdlitical events as the outbreak of 
hostilities in Korea or the Suez crisis. In circumstances 
of this nature and in other situations, the fear of future 
shortages may provoke an outburst of speculative 
activity that impinges sharply on trade in primary 
commodities. Other irregular disturbances to trade 
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may also arise from changes in specific governmental 
policies, such as those relating to strategic stockpiling 
or surplus disposal programmes. 


Supplementing, and often interrelated with, these 
sources of instability in demand are the disturbances 
emanating from changes in the supply situation. Obvi- 
ously, susceptibility to climatic conditions and other 
natural events inject a large element of instability to 
output of agricultural commoner; arcughns-fiéods, 
diseases and other natural calamities can play havoc 
with the output of a crop in one year, while favourable 
weather conditions can bring forth an over-abundant 
supply in the next. Moreover, in many primary com- 
modities, the productive structure is composed of a 
multiplicity of small-scale producers or peasants 
whose decisions to produce—which have to be made 
long in advance of sales—are often based on scant 
knowledge about actual or prospective market _condi- 
tions and tend to be guided by past, not prospective, 
prices. This may give rise to the familiar seesaw pattern 
of behaviour between production and prices—pro- 
ducers react to high prices in one period by over- 
producing in the subsequent period, whereupon prices 
fall and producers react by under-producing in the 
next period, whereupon prices rise, and so on. 


While these several, principal sources of instability 
have all, from time to time, exerted some influence 
upon trade of the various commodities, it is usually 
supposed that the cyclical fluctuations in income and 
output of the industrial countries have assumed a 
dominant role. This impression doubtless draws much 
of its strength from experience in the inter-war period 
when the very large fluctuations in industrial activity 
certainly had considerable impact upon the stability of 
trade in almost all commodities. In the more buoyant 
economic conditions of the post-war years, however, 
when the fluctuations in industrial activity have as- 
sumed much smaller dimensions, the influence of 
supply conditions upon the short-period variations in 
price and volume of trade have become much more 
readily apparent. This conclusion emerges from the 
data illustrated in chart 6, where the short-period 
variations in volume and price of individual com- 
modities have been related to the dominant factor 
initiating these variations: unstable supply conditions, 
for instance, obtrude quite clearly as the principal 
source of instability in trade of foodstuffs and also, to 
a considerable degree, in trade of textile fibres. 


Among most foodstuffs, trade generally serves as a 
supplement to domestic production and it has therefore 
tended to be sensitive to variations in the level of 
domestic output in the importing countries. By com- 
parison with the fluctuations in domestic output in- 
duced by the vagaries of the weather and other causes, 
final demand has tended to be fairly stable, at least in 
the post-war years. At the same time, large stocks of 
the principal foodstuffs, such as the cereals, have been 


held in the exporting countries and this has permitted 
some flexibility in exported supplies.15 Thus, the 
volume of trade has tended to vary inversely with out- 
put in the importing countries. As regards the short- 
period variations in price, it might seem reasonable to 
suppose that the instability of output in the exporting 
countries could have exerted as much destabilizing 
influence as the instability of output in the importing 
countries. In practice, however, among some of the 
major staple foodstuffs, a lower limit to price has been 
set by domestic price-support schemes, or by inter- 
national commodity agreements, and excess supplies 
have been withheld from the market. 


Some foodstuffs, such as the beverages, are, of 
course, not produced in the importing countries, and 
their volume and price have therefore tended to 
fluctuate in response to other factors. Where large 
stocks are held in the exporting countries as, for 
example, in the case of coffee, variations in the volume 
of trade have tended to reflect changes in demand in 
the importing countries. But, again, as demand in the 
short period has tended to be more stable than output, 
stability of output. In some other foodstuffs not pro- 
duced in the importing countries, only negligible stocks 
are held in the exporting countries, either for institu- 
tional or physical reasons; cocoa beans, for example, 
deteriorate if stored in hot climates. The whole of the 
annual exportable supply is therefore currently shipped 
abroad; and, in these instances, the short-period vari- 
ations in both volume and price have largely reflected 
the variations in output in the exporting countries. 


By comparison with foodstuffs, world demand for 
textile fibres has tended to exhibit a more pronounced 
and distinctive cyclical pattern, though the fluctuations 
in activity of the textile industries in importing 
countries have not always conformed closely with the 
cycles in general industrial activity. Large stocks of 
cotton have been held in the major exporting countries 
and the volume of trade has been adjustable to varia- 
tions in the level of demand. To some extent, the same 
has been true of the other principal fibres, at least in 
the post-war years. Large stocks of wool, for instance, 
have been accumulated by Argentina and Uruguay in 
some post-war years, and, as a consequence, the 
volume of trade has tended to vary with demand in the 
importing countries. 


Prices of such fibres as cotton and jute, however, 
have generally fluctuated no less because of the insta- 
bility of output than because of the instability of 
demand. Cotton prices, for example—as may be seen 
from chart 6, have tended to rise and fall, not simply 
when world consumption has increased or decreased, 

15 Supplies of individual cereals have, of course, been limited 
in some years by low levels of output in the exporting countries 
but, since the individual cereals can, to a considerable extent, 


be substituted for one another, supplies of cereals as a whole 
have been more flexible than supplies of individual cereals. 
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Chart 6. Short-period Fluctuations in Quantum, Price and Related Variables of Major Primary Co 
(Vertical axis: per cent of trend) 
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Source: United Nations Bureau of Economic Affairs and Food and Agriculture Organization of the United Nations. 
Note: In the chart, “q’” and ‘“‘p” always refer to world trade and import unit value, respectively, in the specified commodities, while 
“C”, “O” and ‘‘S’ generally stand for consumption, production and stocks. Trends have been eliminated from all data by the least 


squares method. Wherever there is no right-hand scale, changes in stocks are measured by the left-hand scale. 


(Legend to chart 6 on pages 47 and 48) 
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Legend to chart 6 
All cereals 


0 =Cereal production in major cereal importing countries: Europe (excluding Soviet Union) and Japan in the inter-war period; 
Europe, Japan, India and Pakistan in the post-war period ; 

qi= World trade in wheat 

qz2 = World trade in barley 

qe = World trade in maize 

qs= World trade in rice 


Beef and veal 


O =Production of beef and veal in Argentina 
Mutton and lamb 

C=Consumption of mutton and lamb in United Kingdom 
Sugar 


C=Pre-war: consumption in United Kingdom and United States; post-war: consumption in Denmark, France, Netherlands, United 
Kingdom and United States 

S =Pre-war: ratio of index of Cuban stocks to consumption in United Kingdom and United States; post-war: ratio of stocks in major 
exporting countries (Australia, Cuba, Dominican Republic and Peru) to consumption in major cane sugar importing countries 
(Denmark, France, Netherlands, United Kingdom and United States) 


Coffee 
C=Consumption in United Kingdom and United States 
S =Ratio of index of stocks in Brazil to index of consumption in United Kingdom and United States 
Cocoa 
O = World production 
S = Ratio of index of stocks to index of consumption in United Kingdom and United States 
Tea 
O = World production 
S =Ratio of index of stocks to index of consumption in United Kingdom 
Copra and coconut oil 


qi= World trade in copra (net) 
pi=Pre-war: export unit value of Ceylon, Indonesia, New Guinea and Philippines; post-war: import unit value of United Kingdom 
and United States 
O,=Production of copra in exporting countries (pre-war figures not available) 
q2 = World trade in coconut oi 
2=Import unit value of United States 
(= Preduction of coconut oil in Ceylon, Malaya and Philippines 


Cotton 
C=World mill consumption excluding United States . ; ne Os 
S =Ratio of index of stocks in major exporting countries to consumption in major importing countries (in the pre-war years stocks 
refer to total world visible stocks) 
Silk 
C =Pre-war: textile production in United States; post-war: consumption in major importing countries 
S=Ratio of index of world stocks to consumption 
Wool 
O =Production in five major oe iow countries : : 
q/O =Ratio of world trade in wool to textile production in OEEC countries and United States 
Jute 
C= World consumption of jute . ; 
S =Ratio of stocks in Pakistan to world production of jute manufactures 
Rubber 


C= World ab tion of natural rubber 
Pee aa ses ‘of index of stocks in Brazil, Singapore, United Kingdom, United States and afloat, to index of world absorption 


of natural rubber; post-war: world stocks 


Crude petroleum 


C =Index of world manufacturing production (excluding Soviet Union) 


Aluminium 


qi = World trade in aluminium 

O, =Index of output of metal products in western Europe and United States 
p =Import unit value of aluminium of United States and western Europe 
q2= World trade in bauxite 

0.=Production of aluminium in western Europe and United States 


(continued on following page) 
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but when supplies in the exporting countries—as 
measured by the level of stocks—have fallen or risen 
relatively to consumption. This, at least, was largely 
true in the inter-war and early post-war years; but in 
more recent years, as will be discussed later, the in- 
fluence of the instability in cotton output upon prices 
has been heavily modified by the role of the United 
States Government in the cotton market. Jute prices 
have similarly been greatly influenced by the extreme 
instability of jute production. Output of wool in the 
short period, on the other hand, has tended to be 
relatively stable, at least in the post-war years, and 
wool prices have accordingly been more strongly in- 
fluenced by the fluctuations in demand. 


It has been among the raw materials other than 


textile fibres, however, that the short-period fluctua- 


Hong in Dott volume amt price are ee 
dominated by the cyclical pattern of economic activity 


in industrial countries. Chart 6 illustrates that varia- 
tions in both volume and price of world trade in the 
various ores and metals have, for instance, corre- 
sponded closely to the changing level of output of the 
metal products industry in the United States and 
western Europe. This was especially evident in the 
inter-war period, though consumption of each metal 
did not, of course, always move exactly in line with 
output of the metal products industry as a whole. In 
the post-war years, the relationship has the appearance 
of being much looser. But this was mainly because of 
exceptional circumstances that arose during and after 
the Korean conflict. At the outbreak of hostilities, a 
powerful upsurge in speculative activity swept the 
metals markets, and this was reinforced by the accelera- 
tion of governmental purchases for strategic stock- 
piles. In 1951, however, various governmental meas- 
ures were adopted to limit demand for the non-ferrous 


Legend to chart 6 (continued) 


Copper 


qi = World trade in copper metal 
O01 =Index of output a 


metals—as well as for other raw materials—in order to 
moderate the advance in prices and assure supplies for 
essential uses. At the same time, purchases for strategic 
stockpiles fell heavily. As a consequence, world trade 
in the non-ferrous metals dropped steeply. In 1952, 
however, when many of these controls were dismantled 
and purchases for strategic stockpiles reached their 
post-war peak, trade recovered as steeply as it had 
fallen. Trade again declined in 1953, partly because the 
rate of stockpiling had slackened. In more recent years, 
however, both volume and price have again tended to 
follow the fluctuations of activity in industrial 
countries. 


When the principal sources of instability in trade of 
all classes of primary commodities are considered 


together, it becomes evident that the instability per- 
vading supply conditions has generally been of greater 
nnporiene? ae 2 See oes Tan ty Butaponecsariiag <n oe 
minaiity oF prea ep ae ere 
mineral raw materials, have cyclical variations in 
demand within the industrial countries dominated the 
pattern_of short-period Huctuations in both volume 


and price. The behaviour of prices and volume of trade 
of most foodstuffs, and of prices—though not of 
volume of trade—of textile fibres, has been heavily 
influenced by the instability of supply conditions and 
has not conformed to any systematic, cyclical pattern. 


THE MAGNITUDE OF INSTABILITY IN VOLUME 


As suggested above, the short-period instability in 


the volume of trade of most primary commodities has 
been largely induced by either of two factors. Among 


most raw materials, the variations in volume have 


mainly responded to the cyclical variations in income 
and consumption, while, among many foodstuffs, they 


—————— 


metal products in western Europe and United States 


p =Import unit value of copper metal of United States and western Europe 


q2= World trade in copper ore and concentrates 


O2=Production of copper metal (primary) in western Europe and United States 


Lead 


O =Index of output of metal products in western Europe and United States 


Tin 
qi= World trade in tin metal 


O1=Index of output of metal products in western vee and United States 


p =Import unit value of tin metal of United States an 
q2= World trade in tin ore and concentrates 


western Europe 


O2=Production of tin metal (primary) in western Europe and United States 


Zinc 


qi= World trade in zinc metal 


O, =Index of output of metal products in western mp and United States 


p =Import unit value of tin metal of United States an 
q2= World trade in zinc metal and concentrates 


western Europe 


O»=Production of zinc metal (primary) in western Europe and United States 


Tron ore 


O =Production of crude steel in western Europe 
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have primarily reflected the instability in competing 
domestic output of the importing countries-trmight 
therefore be thought that the actual magnitude of the 
short-period variations in volume of trade would be 
related quite simply to the magnitude of variations in 
consumption of raw materials or to the magnitude of 
variations in competing domestic output of foodstuffs. 
In fact, however, the channels through which fluctua- 
tions in consumption or domestic output affect the 
magnitude of fluctuations in volume of trade, are Iess 
direct. For the volume of imports of both foodstuffs 
and raw materials is also influenced by changes in the 
level of stocks in the importing countries; and, more- 


Table 16. 


over, many raw materials, no less than many foodstuffs 
are also produced in the importing countries. The 
magnitude of fluctuations in the volume of trade may 
thus be significantly modified by the behaviour of 
these factors. 


Some indication of the influence of domestic output 
on the instability of imports can be gleaned from table 
16, where the short-period fluctuations in domestic 
production and consumption are compared with the 
fluctuations in supplies of certain commodities im- 
ported into the United States, the United Kingdom and 
western Kurope. 


United States, United Kingdom and Western Europe: Short-period Fluctua- 


tions in Import Volume, Domestic Consumption and Production, 1948-1957 and Import 
Volume as Percentage of Domestic Consumption, 1953-1956; Selected Commodities 


(Annual averages; percentages) 


; Import 
Area and commodity volume 


United States 
Alnrarmitiiieen fee ee oe ck oe ee 


27 
26 
25 
Sal 
FUTON TA Tah st) le a 20 
Copper, ore and concentrates....... 18 

Copper, anrefmed*:.). {<2 . 5. SS. - 13} 
Capper) tefned 8.0 250i. JLh es. 14 
Zinc, ore and concentrates......... 9 
Pir NPS aes ee, Ve a ee eee ee 9 
Pemoleum ser ndeiece. oe cue sees 6 
AOUAEEO EE eee ee ener 3 
4, 


United Kingdom 
BEES ogi Tate hae para ge A ame sa 22 
PEATE AT Uae te 19 
Coppertteimedso: Jo. 202 3... 8 


Western Europe 


Source: United States: Department of Commerce, 
Business Statistics, 1957 and Statistical Abstracts of 
the United States, 1950, 1954 and 1958 (Washing- 
ton, D.C.); United Kingdom: Central Statistical 
Office, Annual Abstract of Statistics (London) ; and 
other publications listed under source for table 13. 
For the United States and the United Kingdom, 
data refer to retained imports; for western Europe, 
imports net of exports. For description of method 
used to compute the short-period fluctuations, see 
source for table 13. For certain commodities, the 


The data reveal quite clearly that domestic produc- 
tion of most_raw materials has tended to be more 


stable than either domestic consumption or imports. 
The explanation lies partly in the supplementary role 


played byt ; en domestic consumption rises, 
i are 


Import volume as 


Domestic Domestic percentage of domestic 


consumption production consumption 

124 1S 1S} 
13 by 35 
15 13 130 
15 4, 62 
14 4, 20 

, 10° 

9 8 ie 
11 9 17 
4 1 45 
9 18 36 
4 5) 2 
2, 7 9 
3 8 45 
10 15! 73 
1 6 62 

iin 8 88« 
4, 10 PAY 
i! i 36 
a 2 80 
4 30 


ercentages in the last column refer, not to 1953- 
11956, but to later time periods. 


® Refinery production. 

» As percentage of smelter production. 

¢ Including ore and concentrates, regulus, blis- 
ter, etc. 

4 As percentage of refinery production. 

¢ Including synthetic and reclaimed rubber. 

f Including production in offshore territories. 

« Gross imports. 


it may first be met by an expansion in domestic produc- 
tion, but as domestic output reaches the limits set by 
productive capacity, imports rise sharply. Conversely, 
when domestic consumption declines, imported sup- 
plies, rather than domestic production, sustain the 
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larger reductions. In the post-war years, however, 
particularly among certain non-ferrous metals im- 
ported into the United States, the greater instability of 
imports was considerably magnified by the exceptional 
events associated with the Korean period. Demand 
appreciably exceeded normal industrial requirements 
in certain years because of the large stockpiling pro- 
grammes; further, in 1951, controls were imposed on 
supplies of certain raw materials for a short period. 
The brunt of these exceptional variations in market 
conditions was borne by imported supplies, greatly 
magnifying their instability. In more recent years, the 
instability of imports of non-ferrous metals relative to 
domestic production or consumption has been much 
smaller. 


It must not, however, be supposed that imported 
supplies of all raw materials have invariably tended to 
serve a supplementary role. In some instances, imports 
have tended to compete with domestic production 
rather than to supplement it.!6 In the United States, for 
example, the output of domestic, high-cost producers of 
copper and zinc ores and concentrates has tended to be 
sensitive to the variations in world prices; when world 
prices have fallen, the proportion of foreign to do- 
mestic ores and concentrates utilized in domestic 
smelter production has tended to rise. A more extreme 
instance is provided by United States imports of 
natural rubber, which have been considerably influ- 
enced by changes in the relative prices of imported and 
domestic supplies. Natural rubber prices have oscillated 
widely as total demand for all kinds of rubber has risen 
and fallen. But synthetic rubber prices have remained 
very stable. There has consequently been some tend- 
ency among Be saa sit suber Sea for 
Fe lean ec ee ere Ta 


versely in periods of falling demand. This has tended 
. . eT 
to stabilize consumption and imports of natural rubber 
by comparison with consumption and domestic output 
of synthetic rubber. 
phased 


Among most foodstuffs, the relationship between the 
magnitude of fluctuations in imports and in domestic 
output has been simpler, having largely conformed to 
the mechanism described in earlier paragraphs. While 
domestic consumption has generally been relatively 


stable, domestic production, bemg subject to the 
vagaries of climate and other causes of instability in 
output, has tended to fluctuate quite widely. The vari- 
ations in imports, however, have generally beén even 
greater, since domestic production has accounted for 
the major portion of total domestic requirements, For 
example, while the production of grains in western 
Europe has undergone short-period variations of about 
4 per cent per annum in the post-war years, the volume 
of imports has varied by 7 per cent; for, in recent years 


16 For further discussion of this point, in relation to United 
States imports during the recent recession, see chapter 5 and 
United ations, Commodity Survey, 1958 (sales number: 


09.11.D.1), page 13. 


at least, imports have averaged only about one-third 
of domestic output. 


In both foodstuffs and raw materials, the magnitude 
of the variations in volume of trade has also been 
affected by changes in the level of stocks in the import- 
ing countries. Passing reference has already been made 
to the influence of governmental strategic stockpiling 
upon the stability of trade,!? but, for most primary com- 
modities, the changes in commercial stocks have been 
of greater absolute importance. 


Changes in the level of stocks in the importing 
countries have very probably played some part in 
accounting for the greater instability in the volume of 
trade as compared with consumption. The evidence 
here is, however, much less conclusive and it cannot 
simply be assumed that changes in the level of stocks 
in the importing countries have invariably exerted a 
destabilizing influence on the volume of world trade. 
At first sight, it might appear that changes in the level 
of stocks in the importing countries would normally 
tend to reinforce the effect of changes in consumption 
upon the volume of imports; as consumption declined, 
the level of stocks would be allowed to run down and 
as consumption increased, the level of stocks would be 
raised. The changes in stocks would thus tend to 
magnify the effects of changes in consumption upon 
manufacturers’ demand for primary commodities. In 
fact, however, this simple mechanism cannot provide 
more than a partial explanation of the actual changes 
in stocks. Of course, data on stocks are very incom- 
plete, but if the changes in the level of total stocks in 
the importing countries of the various commodities 
shown in table 17 are compared with the changes in 
consumption in these countries, it is found that stocks 
frequently moved in the opposite direction to con- 
sumption. Part of the explanation lies in the fact that 
stocks of imported commodities cannot be quickly 
replenished, simply because of the great distances that 
separate the producers and the manufacturers. When 
consumption of any commodity increases in any year, 
it is initially through the drawing down of stocks that 
increased supplies are obtained; if the increase in con- 
sumption is sustained, increased orders will be placed 
with suppliers, but some considerable time may elapse 
before shipments take place and stocks are finally re- 
plenished. This is particularly true of agricultural 
commodities whose supplies often cannot be increased 
until the next crop year. 


But in addition to these lags in the movement of 
stocks in relation to consumption, stocks may also vary 
because of changing expectations about future prices. 
The prospect of excellent harvests, for instance, may 
induce importers to let their stocks run down in the 
expectation of lower prices. The decline in importing 


7 The effect that strategic stockpiling has had upon trade in 
primary commodities is discussed at some length in Commodity 
Survey, 1958, pages 26 to 32. 
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countries’ coffee and cotton stocks to lower levels in 
1955 and subsequent years, for example, was probably 
related to the accumulation of heavy stocks of these 
commodities in the principal exporting countries. 
Because of these heavy stocks, and in view of the 
policy of the United States Government with respect 
to the pricing of cotton exports, it seems probable that 
importers allowed their stocks to decline in the expec- 
tation of lower international prices. 


In sum, no simple conclusion can be drawn about 
the influence of changes in commercial stocks on the 
volume of trade. While the behaviour of stocks has 
certainly magnified the fluctuations in volume of trade 
in some years, in other years changes in stocks may 
have served to moderate the impact of changes in 
consumption on trade. 


INSTITUTIONAL FACTORS AFFECTING FLUCTUATIONS 
IN PRICE 


Fluctuations in prices of individual commodities 
have differed no less widely than those in the volume 
of trade. Even within similar groups of commodities, 
such as the fibres or the non-ferrous metals, there have 
been wide differences in the behaviour of prices. For 
actual supply conditions in some of these markets have 
been distinctively different from conditions in adjacent 
markets; and the differences have, to a large extent, 
been due to institutional factors. Such institutional 


factors as control over the output of an industry by a 
few concerns or governmental intervention in com- 
modity markets, although only one element in the 
explanation of differential price instability among 
primary commodities in general, have been of major 


importance in accounting for the diff nsta- 


bility among similar groups of commodities. 
a 


An outstanding example of the influence of institu- 
tional factors on price stability is provided by a com- 
parison of the natural and synthetic rubber markets. 
Thus, among all the commodities shown in table 13, 
the widest_oscillations in price have been experienced 
by natural rubber. Ihe demand for rubber tends to be 
very sensitive to the cyclical variations in industrial 
activity; and, since the cost of crude rubber constitutes 
a very small proportion of the total cost of the manu- 
factured products for which it is mainly utilized, 
demand tends to be highly insensitive to changes in 
price. At the same time, the teehnical conditions 
surrounding the supply of natural rubber militate 
against ‘any substantial Merease in Gutpay Whenever 
demand is advancing strongly. But it is striking that, 
while, in these conditions, natural rubber prices have 
been extremely volatile, synthetic rubber prices have 
been extremely stable. It should therefore be clear that 
the factors just mentioned do not fully explain the 
instability of natural rubber prices. It is true, of course, 
that the technical conditions of supply in the synthetic 
rubber industry permit considerable short-period flexi- 


bility of output, unless—as has happened in some 
post-war years—capacity in the industry has already 
reached the point of full utilization. What appears 
more important, however, is the great difference in the 


organisation of the synthetic and natural rubber indus- 
tries. The synthetic rubber industry, on the one hand, 
is concentrated in the hands of a relatively small group 
of concerns, operating mainly in the United States;18 
and the price of synthetic rubber is administratively 
determi ural F ; e other 


hand, consists-of-a-muttipticity of estate and peasant 


producers, each of whom sells his output at whatever 
price it can fetch on the market. Although price thay 
fall well below total costs of production, producers 
may nevertheless maintain their output; for, so long as 
price is above such variable costs of production as 
wages and the costs of transportation to the market, it 
will partly defray the overhead costs which have to be 
borne regardless of the Tevel of current output. The 
highly competitive nature of the industry may thus be 
instrumental in inducing fluctuations in price that bear 
little relation to changes in average unit costs of 
production. 


This contrast between the supply conditions sur- 
rounding natural and synthetic rubber illustrates the 
influence that institutional circumstances may have 
upon the magnitude of price fluctuations. Such circum- 
stances have also considerably modified price fluctua- 
tions in certain other primary commodity markets. 
Aluminium and petroleum prices, for example, are 
formed in a manner similar to prices in the synthetic 
rubber industry. 


In the markets for most agricultural commodities, 
however, control over output by a few large producers 
is virtually unknown. But, in some of these commodi- 
ties, the structure of the market has been considerably 
modified by the intervention of governments; and this 
has also affected the fluctuations in prices. 


The cotton market provides one of the best known 


instances of the effect that gover mtervention 
may have-i ifyt i i ice. As a 
principal supplier—of—cotton im world markets, the 


United States has exerted considerable influence on 
world cotton prices through its price-support scheme. 
The minimum prices set by the United States Govern- 
ment for domestic cotton have provided a floor for 
world cotton prices. This has not, of course, prevented 
fluctuations in world cotton prices above the minimum 
levels. In the early post-war years and during the 
Korean period, when world demand was strong in 
relation to supplies, cotton prices did change appreci- 


18 The synthetic rubber industry in the United States was 
owned and operated by the Government, through the a ency 
of the Reconstruction Finance Corporation, until 1954. When 
transfer to private hands was negotiated, twenty-seven plants 
were in existence; but since the transfer there have been sub- 
stantial additions to capacity. 
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‘ably from year to year.!9 But since the Korean period, | 
world cotton supplies have been continuously in excess 
of world demand because of the heavy stocks accumu- 
lated by the United States under its price-support 
scheme. World cotton prices have accordingly been 
predominantly determined by the policy of the United 
‘States Government with regard to the prices at which 
it stands prepared to buy domestic cotton or to sell its 
scotton stocks in export markets. Prices have, in fact, 
lbeen very stable since 1953, tending to decline after 
1956 when the United States Government made some 
downward adjustments in its export prices. 


Some influence has similarly been exerted by the 
Japanese Government in moderating fluctuations in 
‘world silk prices. In the early nineteen fifties, the 
venactment of a price stabilization law permitted the 
vestablishment of maximum prices for silk. At first, 
however, the law was only partially successful. But it 
‘was later amended and the official agency associated 
with its implementation was empowered to buy and 
sell stocks. In recent years, the official agency has ad- 
justed its buying and selling policy to moderate the 
effect of short-run changes and demand and supply 
‘upon market price, and prices have fluctuated within a 
ange set by the official maximum and minimum prices. 


The influence of such governmental policies upon 


prices, together with the influence of such inter- 
governmental arrangements as the various interna- 
tional commodity agreements, are discussed at some 
length in chapters 2 and 3. It need only be observed 
here that governmental actions have modified the 
fluctuations in international prices of only a small 
group of primary commodities. Prices of a few other 
commodities have been subject to administrative deter- 
mination by the industries concerned. But, for most 
primary commodities, the magnitude of fluctuations in 
international prices has continued to be determined 
almost entirely by the conditions ruling in private, 
competitive markets. In these markets, demand has 
generally tended to be insensitive to changes in price. 
At the same time, the adaptation of current output or 
supplies to current levels of demand at relatively stable 
prices has been rendered extremely difficult by the 
highly competitive structure of production and, among 


agricultural commodities, by the dependence of output 
on weather conditions and other natural events. 


Further, prospective supplies in most commodity 
markets have been shrouded in uncertainty and, to- 
gether with the uncertainty concerning prospective 


demand, this has rendered prices prone to sudden 
waves of speculative activity. In these circumstances, 
prices of most primary commodities have been-subject 
to wide short-period fluctuations. 


Significance of the commodity problem for the primary producing countries 


LONG-TERM TRENDS 


Export earnings of the primary producing countries 
have commonly assumed major importance in setting 
the pace of their internal economic growth. In many 
under-developed countries domestic income and output 
have hardly sufficed to sustain subsistence levels of 
living; low rates of saving and investment have re- 
stricted the growth of domestic demand, and the slug- 
gish expansion in demand has offered little inducement 
to invest. In these circumstances, rising foreign 
demand for the output of the export sector has 
generated expansionary impulses which have stimu- 
lated growth in the domestic sectors of the economy. 
In the post-war years, of course, the process of 
cumulative growth in many primary producing coun- 
tries has developed its own momentum or has been 
strongly impelled forward by the determined actions of 
governments. The foreign trade sector has nonethe- 
less lost little of its crucial importance; for the rate of 
capital formation in these countries has continued to 
depend heavily upon their ability to import supplies 
of capital equipment. 


The pace of domestic growth in the economies of 
individual primary producing countries has thus been 
closely bound up with the trends in their external 
markets. Lack of data makes it impossible to express 


this relationship in quantitative terms for the whole 
period from the late nineteen twenties to the present. 
But, in chart 7, the growth in the export sectors of 
individual countries since 1950 is compared with the 
growth in their economies as a whole; and the close 
relationship which is apparent clearly demonstrates the 


Countries enjoying a high rate of internal growth have 
generally experienced favourable trends in foreign 
Amanat Palate en pets while countries which have 
been faced with comparative stagnation of their ex- 
ternal markets have frequently suffered from relatively 
slow internal economic expansion. Undoubtedly, other 
factors have also shaped the pace of economic growth 
in the various primary producing countries, but the 
influence of the trends in export markets has com- 
monly been dominant.**1t1stherefore evident that the 
long-term commodity problem constitutes a crucial 
element in the larger problem of the economic develop- 
ment of primary producing countries. 

19In 1951, the United States, however, also set a maximum 


price for cotton, which probably limited the advance in world 
prices. ; : 

20 It should be pointed out that the exceptionally high rates 
of growth of exports in Greece and Israel have reflected mainly 
the post-war recovery of production. In the case of Rhodesia 
and Nyasaland and Venezuela, foreign investment has been very 
important in accelerating their total growth in relation to exports. 


54 


Chart 7. Primary Producing Countries: 
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Relationship between Real Exports and Real Product, 


1950-1951 to 1956-1957* 


(1950-1951 = 100) 
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Source: United Nations Bureau of Economic Affairs, based on 
national sources. 

® For Australia and Burma the period is 1949/50-1950/51 to 
1955/56-1956/57; for Honduras, Iraq, Panama, Peru and Tur- 
key, 1950-1951 to 1955-1956; for India, 1950/51-1951/52 to 
1955/56-1956/57; for Morocco, 1951-1952 to 1955-1956; for 
New Zealand, 1950/51-1951/52 to 1956/57-1957/58; for Trini- 


Few countries, of course, are exclusively dependent 
upon exports of a single commodity, and it is to be ex- 
pected that the trends in their total external purchasing 
power would differ from the trends in their major ex- 
port commodities. On the whole, as may be seen from 
table 18, rates of growth in purchasing power have 


tended to vary sSmewhat Tess among the groups of 
expofting countries than among the commodity groups. 


For example, the purchasing power of the mayor 
exporters of food and tobacco increased by about one- 
fifth between 1928 and the mid-nineteen fifties, 
although there was virtually no change in the purchas- 
ing power of food and tobacco exports. The purchasing 
power of rubber exporters, on the other hand, has not 
expanded commensurately with the purchasing power 
of rubber, for the slower growth in export proceeds of 


tin has depressed total proceeds of these countries. 
Such differences between the growth in major exports 
and in the export proceeds of major exporting countries 
have not, however, significantly altered the relative 
positions of the country and commodity groups. 
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dad and Tobago, 1951-1952 to 1956-1957; for the Union of 
South Africa, 1950-1951 to 1953-1954. 

Real product refers to gross domestic product in Brazil, Burma, 
Chile, Ree Mexico and Peru; net national product in 
India; national income at factor cost in Iraq; and gross national 
product in all other countries. Export data for Israel include 
service 1tems. 


Broadly, then, the experience of the major groups of 
countries has réflécted the tong-term changes in the 
pattern of demand in the mdustrial countries. Only the 
petroleum exporting group ts been favoured with an 


advance in external purchasing power that has sur- 
passed the growth of world manufacturing production. 
The exporters of other minerals and beverage crops 
have fared less well, while exporters of staple foods 
and textile fibres have been confronted with serious 
lags in their external purchasing power. 


In contrast to the insensitivity of primary commodity 


exports to the growth of income in the industrial 
countries, the imports of primary 


yroducing countries 
have tended to be highly responsive to their domestic 
economic growth; and the intermat-growth—of the 
primary producing countries during the past thirty 
years has invariably resulted in a rising trend of im- 
ports. While among the various groups of countries the 
trend in imports has been fundamentally determined 
by the advances in external purchasing power, the 
volume of imports, as shown in table 18, has generally 
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Table 18. Primary Producing Countries: Purchasing Power of Exports® 
and Import Quantum,” 1928 to 1955-1957 


Commodity and item es 42 = 200 
Teommodiy —__aatiaried foaniees 
Petroleum : } 
Purchasing power of exports................005. 1,200¢ 669 128 
SimpOMMeqiantiities Wont oc vec; Fok ceek ei es sae cn 613 Ss 
Metals and ores 
Purchasing power of exports................005. 296 217 140 
BORN aAMLUIN 2s ahs ic aS Oh anes c 341 155 
Rubber 
Purchasing power of exports... ............0.00. iW ke 128 91 
PRO euANTOMNe C2 oe Se a ole ew ens 146 126 
Textile fibres 
Purchasing power of exports................0005 123 150 100 
oS Rg os 2 aa ea 190 114 
Beverage crops 
Purchasing power of exports... .............0005 215 228 106 
SHOE URODTINY, FO 0 es ie oo he ee oes os es 235 128 
Food and tobacco 
Purchasing power of exports... ............0005- 102 119 29 
Riper UNTO leg es ac fe Spe Seas 0 8 <8 162 120 
Total 
Purchasing power of exports................ 202! 183 108 
RTE SEN 5s chee whe sian s 3's 213 127 
Total, excluding petroleum 
Purchasing power of exports..............4. 162 153 103 
bg Ot Le, a ae ea are, 7 Beene 192 123 


Source: Statistical Office of the United Nations 
and Bureau of Economic Affairs. 

* Value of exports divided by index of world ex- 
port unit value for manufactures. 


> Value of imports divided by index of world. 


export unit value for manufactures. 

¢The countries included in each group are: 
the Aden, Iran, Iraq, Netherlands Antilles, 

audi Arabia, Sarawak, Trinidad and Tobago and 
Venezuela; metals and ores, Belgian Congo, Bolivia, 
Chile, Mexico, Peru and Rhodesia and Nyasaland; 
rubber, Indonesia and Malaya and Singapore; tex- 
tile fibres, Australia, Egypt, French Equatorial 
Africa, India, New Zealand, Nicaragua, Pakistan, 
Paraguay, Sudan, Union of South Africa and 
Uruguay; beverage crops, Brazil, Ceyion, Colombia, 
Costa pee El apo me Ethiopia, French West 
Africa, Ghana, Guatemala, Nigeria and Tanganyika; 
and food and tobacco, Argentina, Burma, British 


ri t_a higher rate than external purchasing power. 
et i cetclenm exportng-countrieshes-the 
advance in external purchasing power more than offset 
the very sharp rise in imports. 


One important factor responsible for the intensifica- 
tion of import demand of the primary producing 
countries has been the changes in the pattern of 
domestic demand generally associated with economic 
development. Since the Second World War, the effort 
of many primary producing countries to hasten 
economic development has resulted in a substantial 
increase in investment not only absolutely, but also in 
relation to the growing total output. As a consequence, 


Guiana, Cuba, Dominican Republic, Ecuador, 
Greece, Israel, Jamaica, Mauritius, Morocco, 
Panama, Philippines, Spain, Thailand, Tunisia and 
Turkey. These groupings are designed to serve as 
a convenient basis for analysis of long-term 
changes; they may not therefore be identical with 
those employed elsewhere in this Survey for study- 
ing current economic developments. 


4 Crude petroleum only. Including estimates of 
exports from Bahrain and Kuwait; if these exports 
are excluded, the index of purchasing power of 


petroleum exports for 1955-1957 is 966. 
© 1927-1929 =100. The figure is 258 on the basis 


of 1928, when exports were abnormally low as a 
result of restrictions imposed by the Governments 
of major exporting countries. 


{ Exports of thirty-four major foods, basic mate- 
rials and fuels from primary producing countries. 


demand_for_i capital equipment has risen 
sharply. Thus, between 1938 and 1955- , Imports 
of machinery and transport equipment trebled in 


volume while total imports of manufactures barely 


doubled. 


The relative expansion in imports of capital goods 
has been commonly associated with a relative decline 
nufactured consumer goods; the share 

stanc “om 36 t of 
total imports of manufactures in 1938 to 19 per cent in 
the mid-nineteen fifties fhis-changeim import com- 
position has, of course, been facilitated by the develop- 


ment of manufacturing industries within the primary 


in imports of ma 
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producing countries; in particular, there has been 
considerable expansion of domestic textile industries. 
In many countries, however, the agricultural sector of 
the economy has not exhibited similar flexibility and, 
by comparison with the growth of population and the 
expansion of per~capita—incomes, the increase in 
domestic food production has been relatively slow. In 
some countries, the gap has been met through a reduc- 
tion in the exportable surplus of foodstuffs, but in 
many, it has necessitated a marked expansion in im- 
ports. For example, gross imports of grains by the 
primary producing countries as a whole rose between 
1928 and the mid-nineteen fifties by 80 per cent and 
gross imports of sugar increased by 130 per cent. 


The more rapid increase 1 imports as 


compared with the purchasing power of exports has 
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greatly faltered tie belened eee eee | pro- 
ducing countries as a whole, and has exerted increasing 
pressure on the balance of payments. In 1928, the 
primary producing countries included in the present 
study had an export surplus in the balance of trade 
amounting to 8.9 per cent of the value of commodity 
exports. By 1955-1957, this export surplus had been 
transformed into an import surplus amounting to 6.4 
per cent of exports. In the post-war years between 1950 
and 1955-1957, the magnitude of the deterioration was 
even greater (see table 19). 


The experience of the petroleum exporters was dis- 
tinct from that of all other groups. These countries, 
which had an export surplus amounting to the high 
proportion of 17.5 per cent of their exports in 1928, 


Table 19. Primary Producing Countries: Exports, Imports and Trade Balances 
(Millions of dollars) 


Countries grouped by major exports*® 


Petroleum exporters 
BX pOrisuerst cay statin eeiticc one a amen © 
Timportss neces attad- or. wtatccric ansacrsdatatent amiate 


Beverage crops exporters 
Eexporisics ..<eniotco air h ata eee eee 
Tees ssttanevie Daahete geet Sole acaba Sena ik Rees otne 


Food and tobacco exporters 
RpOrts 0.Sc vnc AIA e oe Gr en 
TiO fae son roe Se ed tn 


Balance 


Obie @.6) Meo 8) 9 ee 


Total 
Exports 
Se ded 


Balance 


Source: United Nations Bureau of E i 
Affairs, based on League of Nations, Nevuisrk of 
World Trade (Geneva, 1942) and Statistical Office 
of the United Nations, Monthly Bulletin of Statistics. 


1928> 1950 1955-1957 
824 3,407 5,257 
680 2,123 3.967 
144 1.284 1,290 

175 37.7 24.5 
1,281 1,569 2,634 
861 1.495 2.777 
420 74 ~143 
32.8 4.7 ata 
1,890 2111 2,298 
1,519 1,392 2.109 
371 719 189 
19.6 34.1 8.2 
4,549 5,413 6,47 
4,242 5,575 7,655 
307 _ —162 —117 
—3.0 ~18,2 
1,751 2,992 3,799 
1,717 2.515 3.850 
34, 477 —§] 
1.9 15.9 —is 
4,223 4,038 4,77 
4,200 4,520 6,501 
23 ~ 482 —1.725 
0.5 =1tG —36.1 
14,518 19,530 25,240 
13,219 17,620 26.859 
1,299 1,910 —1.619 
8.9 9.8 —6.4 


*For countries included in each group, see 
table 18, footnote c. 
» Adjusted to the post-1934 dollar. 


cecorded still larger surpluses in the post-war years. In 
contrast, trade balances of all the other groups of 
countries between the same two periods deteriorated, 
sometimes very sharply. It is interesting to note, how- 
ever, that, because of the divergent movements in 
wmport demand, the extent of deterioration did not 
always closely reflect the export experience of the 
various groups. In fact, the exporters of ores and metals 
recorded the largest_detericratton inthe balance of 
trade despite a greater increase in their external pur- 
~chasing power than almost all other groups. Almost as 
Efls exporting food an Toleesoe whack wer te fo 
tries exporting food and tobacco, whie t 
favourably situated as regards trends in external 
markets. In the remaining groups, imports also in- 
‘creased more rapidly than exports, but the disparity was 
less marked than in the above-mentioned two groups 
and the trade balances consequently deteriorated less; 
ithe deterioration was, however, more marked for the 
stextile exporters than for the exporters of beverage 
scrops and rubber. 


No less marked were the divergences in experience 
sof countries within some of these groups. While the 
long-term improvement in the trade balance of petro- 
‘leum exporters as a whole and the deterioration in the 
balance of food exporters as a whole were both gener- 
-ally shared by all the countries within these groups, the 
experience of countries in the ores and metals group 
and in the beverage crops group diverged considerably. 
As has been shown, exports of some countries in both 
these groups rose at a much higher rate than exports 
of the major traditional exporting countries, because 
of shifts in the sources of supply. It was largely this 
factor which accounted for the more favourable ex- 
perience in the trade balances of these countries by 
comparison with those of the traditional exporters. 
Thus, between 1927-1929 and 1955-1957, the sharp 
deterioration in the trade balance of the ores and metals 
group as a whole was, to a very large extent, due to the 
deterioration in the larger countries, such as Chile and 
Mexico; the trade balances of the newer African ex- 
porters of metals improved considerably. Similarly, in 
the beverage crops group, while the trade balances of 
the major traditional exporters deteriorated substanti- 
ally, the position of other exporters was more or less 
maintained. The actual changes in the trade balances 
of these countries may be summarized as follows: 


Balance of trade 


1927-1929 1955-1957 
(as per cent of exports) 


Export 
roceeds in 
1955-1957 
(1927-1929 = 100) 


Ores and metals group 
Major traditional ex- 
[oO oe. Spe eae 141 40.4 le 
African exporters.... 974 —58.6 5. 
Beverage crops group 
Major traditional ex- 
RPE oe oni. a ayeur 186 7.9 3.1 
Other exporters..... 284 —10.1 —10.5 


Source: Statistical Office of the United Nations, Statistical 
Yearbook and Monthly Bulletin of Statistics. 
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But, for most primary producing countries imports 
have far etoBatet the increases in axporte avi ports and, conse- 
quently, their balances of payments have been subject 
to continuous and mounting pressure. Under such 
circumstances, many primary producing countries have 
found it necessary during the post-war years to tighten 
their import controls in order to protect the flow of 
imported capital equipment essential for their invest- 
ment programmes. However, in many cases, the pres- 
sure on the balance of payments has been, to a varying 
extent, alleviated by other factors which have con- 
tributed to enlarge the capacity to import. 


One factor of importance during the post-war years 
has been the Keeani tne pevpition. of export 
earnings which have had to be earmarked for payments 
on account of non-trade transactions, such as foreign 
investment income payments. Before the war, 
primary producing countries were obliged to set aside 
substantial amounts out of their annual export earn- 
ings for the payment of interest and dividends earned 
by foreign capital. For instance, in 1928, the ratio of 
payments to export earnings ranged from about 10 per 
cent in India to over 40 per cent in Chile and Mexico. 
The inflation.-of—primary_commodity. prices which 
occurred _during-the-war-and-early_post-war-years_sub- 
stantially reduced_this burden; and the war-time 
accumulation of foreign exchange reserves enabled 
many countries to retire their foreign debt. As a result, 
many primary producing countries found themselves 
after the war with reduced obligations in regard to 
earnings of foreign capital, and a much smaller pro- 
portion of export earnings has been needed to meet 
these obligations. 


But of greater importance has been the contribution 
made by the inflow of long-term capital into the primary 
producing countries. Duri -war period, the 
flow of long-term private capital to the primary produc- 


ing countries recovered from the stump of the nineteen 
thirties, when industrial countries had~repatriated 
substantial sums invested in the primary producing 
countries. But, as shown in table 20, the net inflow of 


long-term private capital into the primary producing 
countries to the ink aneTeer fifties was-at about thre 
same absolute level as it had been in 1928; relatively to 
the enhanced level of export earnings, it had therefore 


21Some impression of the quantitative importance of the 
reduction of the ratio of interest and dividend payments to 
export earnings may be derived from the following samples (in 
percentages) : 


1928 1938 1954-1956 
Wine COUNTIES nay. sis aise ssias. 6 21.8 22.4 9.3 
Fifteen countries........... ar 23.6 11.9 
Thirty-seven countries...... seh sae 9.8 


Source: League of Nations, Balances of Payments (Geneva) ; 
International Monetary Fund, Balance of Payments Yearbook 


(Washington, D.C.). 
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Table 20. Net Outflow (—) of Long-Term Private 
Capital and Official Grants and Loans from 
Industrial Countries 


(Billions of dollars) 


Item 19288 "1937-1938 1955-1957 
Private capitabacseticntic ree —-19 ~— 1.8 —1.9 
Donations and official loans... — = —2.3 
ToraL —1.9 eS —4,2 


Total capital as percentage of 
exports from primary pro- 
ducmeicountriegsa.. ac = 110 15 —14 


Source: United Nations, International Capital Movements during 
the Inter-War Period (Lake Success, 1949) and The International 
Flow of Private Capital, 1956-1958 (sales number: 59.1I.D.2); 
International Monetary Fund, Balance of Payments Yearbook. 

® Adjusted to the post-1934 dollar. 


contracted considerably. In recent years, however, the 
flow of official economic aid to the primary producing 
countries in both loans and grants has more than offset 
the relative shortfall in private capital. Thus, the flow 
of capital from both private and official sources has 
contributed proportionately more to the expansion of 
import capacity of the primary producing countries 
than did private capital in 1928. 


Lack of data prevents an exact quantitative account 
of the distribution among countries of private long- 
term capital. But data for the United States, which is 
the largest single exporter of private long-term capital, 
provides some impression of the pattern of private 
foreign investment. Thus, the increases since 1929 in 
United States private direct_investments in primary 


producin i ve been distributed _as_ follows 
among major industrial categories (in billions of 


dollars) : 22 


Change 
1929 1929 to 1956 1950 to 1956 

Dota lies hacer eet eae oes ia 4.1 4.6 

Petroleum ye rs 1.4 ial 2.0 

Minin opps gaarterieis ae 1.3 0.1 0.6 

Manufacturing.......... 0.6 1.4 aie | 

ASTICUlOTe apm heat, les 

Otherin godt trie ac 33} aS 19 


Source: United States Department of Commerce, American 
Direct Investments in Foreign Countries, 1930, 1936 and 1940, and 
Foreign Investments of the United States, 1950 and Survey of 
Current Business. 


The petroleum industry in the primary producing 
countries has clearly been the largest recipient of 
private United States capital; in fact, between 1929 and 
1956, over three-quarters of the total increase in 
United States direct investment in these countries was 
absorbed by the petroleum industry. This capital flow 


22 These data refer to changes in the book value of foreign- 
held assets, the data for 1929 having been adjusted to post-1934 
dollars. They are therefore not directly comparable with the 
capital outflows recorded in the balance of payments and serve 
only to indicate relative orders of magnitude. Investments in 
Japan are included in the data. : 


has been a major force behind the great expansion in 
exports of the petroleum yielding countries, and it has 
thus contributed to the very large growth in import 
capacity of these countries. The greater part of the 
remaining increase in the outflow of private foreign 
capital between 1929 and 1956 was concentrated in 
investment in manufacturing industry. Generally, such 
investment has, naturally enough, gravitated towards 
countries with large and expanding markets. Conse- 
quently, it has not tended to supplement the import 
capacity of countries whose domestic and export 
markets have been relatively stagnant. 


In more recent years, the highly uneven distribution 
of private foreign investment appears, however, to have 
distribution in official_grants_and long-term capital. 
In 1955-1957, for example, the distribution of funds 


from both private and official sources among different 
groups of countries was as follows (in percentages) : 


Private Official grants 
long-term and 

capital long-term loans 
Petroleum exporters........... 28.9 8.9 
Metals and ores exporters...... iso 18.9 
Argentina and Brazil.......... 22.5 nee 

Australia, New Zealand and Union 

of SoutheAtricas ssc eee 15.9 4.4 
India and Pakistan’. 426 ..«.s')- 0.3 19.0 
Other primary exporters *...... 12.4 56.0 
ToraL 100.0 100.0 


Source: International Monetary Fund, Balance of Payments 
Yearbook. 

8 Consisting of twenty-four countries: Burma, Ceylon, Colom- 
bia, Costa Rica, Cuba, Dominican Republic, Ecuador, Egypt, 
El Salvador, Ethiopia, Greece, Guatemala, Honduras, Indonesia, 
Israel, Lebanon, Nicaragua, Panama, Paraguay, Philippines, 


Sudan, Thailand, Turkey and Uruguay. 


It can be seen that official grants and long-term loans 


have generally been_dir T than 
the petroleum exporting countries or the economically 


more advanced countries which have long been the 
major recipients of private long-term capital. India and 
Pakistan, for example, received 19 per cent of these 
grants and loans during 1955-1957, although the in- 
flow of private capital into these countries was practi- 
cally nil. More than half of these funds went to the 
remaining primary producing countries included in 
this table, whose relative share of private capital 
amounted to only about 12 per cent. But, despite such 
broad offsetting movements among the groups of 
countries, it cannot De said _Hat_tae distribution of 
these loans and grafits has been related in any syste- 
matic way to the relative trends in-external purchasing 


power of the individual primary producing countries. 


Broadly speaking, neither the magnitude nor the 
direction of international long-term capital movements 
in the post-war period has been such as to offset the 
gap in the balances of trade of most primary producing 
countries that has resulted from the changing structure 
of world demand. The intensified pressure on external 
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salances has been manifest in tightened import con- 


rols or in the decline of gold and foreign exchange 
eserves relative to imports. 


SHORT-PERIOD INSTABILITY 


Attention has so far been focused upon the diffi- 
pulties confronting primary producing countries that 
iave arisen from the long-term trends in world demand 
vor primary commodities. But, superimposed upon the 
ong-term commodity problem has been the problem of 
ihe severe, short-period instability that pervades world 
«rade in primary commodities. This, indeed, has 
commonly been the most pressing form in which the 
commodity problem has manifested itself. 


Because of their invariable dependence upon exports 
sof two or three primary commodities at most, the ex- 
port earnings of most primary producing countries have 
umavoidably sustained wide, short-period fluctuations. 
iTable 2t-shows the average short-period fluctuation in 


Table 21. Primary Producing Countries:* Average 
Short-Period Fluctuations of Export Earnings,” 
1950-1957 


Countries grouped by major exports Percentage 


)Petroleum exporters 
MOD Se het, OU ee ENS SCIEN 9.6 
Barmenet ape) Tobago isc. otis. oe wniae’s wnt as Ax 4.6 
ON nS Sida tines nj teh’ Wintel « xa 3.8 


Metal and ore exporters 
Chil 


1 
OM ESSE ee ee 1 
EST CRE Cro oe i ons wie cov e's on seas ss oh 1 
JES oleae sie Oe 


Rubber exporters 
MORN SF TET! Mos WhLe Sb. celat eats da 21.0 
AE iad bo ed SS 2 <aties win emis 8 16.8 


Textile fibre exporters 
ey Cee oe Sane oy ee ee eee 


Mietletentt ne Wee eT, Micki phir Dict x ansehde ards onake 


Food and tobacco exporters 
SAR IPNNE oo acne sjaie v mivinla ois ne nd eine Sines ola ap 
SLIT pee eee 


Philippines... ....--seseeccesceecesncersecee 
RNs ae ie ain call lege + anon # Hie mes.2 47.0.» Hi0 
[PEAT natn 2 cA eee tera 
MOCOCCOMM TE te re ee skeen cunnne hee 
(GT or, ac Ae, CE SEE COE 


Q 

=| 

> 

ry 
ee 
Sao SN aN 
MOWMWNORANNA 


SS care 

Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics; International Monetary Fund, International 
Financial Statistics. 


export earnings of individual countries during the 
period from 1950 to 1957. It can be seen that the 
pattern of fluctuations in export earnings has broadly 
reflected _the fuctuations—in—vatue—of-primary—com- 
modities that were shown in table 13. Where there 
have been significant differences in the magnitude of 
fluctuations between countries in the same commodity 
group, these have been partly attributable either to the 
supply situation peculiar to individual countries or to 
the effect of a rapid diversification of exports; among 
the food exporters, for instance, the greater instability 
of Argentina’s export proceeds has been partly occa- 
sioned by special supply factors, while, among the 
textile exporters, the relative stability of South Africa’s 
export proceeds has partly resulted from the post-war 
diversification of its exports. But the significant fact is 
ee eee ae 
commonly experienced by most countries. And, again, 
the petroleum exporters constitute an important ex- 
ception, for the favourable trends in export earnings 
have usually been associated with relatively small 
short-period fluctuations. 2% 


The instability in export earnings, through its effect 
on the capacity to import, has had serious repercus- 
sions on both the internal and the external balance of 
the primary producing countries. Had these countries 
held large reserves of foreign exchange or had they 
been able to borrow large sums of short-term capital 
abroad, the full impact of the instability might have 
been mitigated. In fact, however, during the period 
under review, the level of foreign exchange reserves 
held by most countries has been low in comparison 
with their volume of imports; in post-war years, it has 
generally been equivalent to only about four to six 
months’ imports and in some cases, such as Peru and 
Chile, it has been even lower?! (see table 22). Despite 
the low reserves, the difficulty of obtaining compensa- 
tory short-term financing has compelled most countries 
to withdraw from their reserves more often than to 
augment them. Only in the petroleum exporting group 
and, to a smaller extent, in some countries exporting 
metals and ores have short-term assets, on balance, 
been augmented in recent years. 


231t may be pointed out that the very small fluctuations in 
Guatemala and Greece were due to exceptional circumstances. 
In the former case exports followed a strong upward trend with- 
out much deviation, whereas in the latter the rise in exports 
reflected the recovery of production from war devastation. _ 

4 For a fuller discussion of the level and changes in official 
reserves of primary producing countries during 1948-1955, see 
World Economic Survey, 1956 (sales number: 1957.1I.C.1), pages 
97 to 99. 


* Except in the case of rubber exporters, the countries selected 
in each group are those where other data, such as gross national 
product, which are essential for further analysis, are available. 

b Short-period fluctuations of export proceeds measured in 
this table be the ratio of the meee deviation of the year-to-year 
changes to the mean of the link relatives. 

é Refers to 1950-1955 only, as the changes in 1956 and 1957 
were predominantly determined by the Suez crisis. 
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Table 22. Primary Producing Countries: Gross Official Reserves (Gold and Foreign Exchange) 
as Percentage of Imports, by Groups of Exporting Countries* 


Item 1948 1949 1950 1951 Ide 1953 1954 1955 1956 1957 
Primary producing countries’.. 78 60 76 51 47 59 o4 49 48 40 
Exporters of: 
Petroleum.<e Sar4oca. are 68 62 75 63 65 66 61 61 80 73 
Wextilesmibres spin 2 78 110 70 63 89 77 62 56 45 
Beverage crops.......... 61 59 56 32 Bye 42 36 38 43 36 
Food and tobacco........ 49 49 61 46 44, 54 49 44 4] 33 
Metals and ores.......... 19 23 Al Lib 26 24 21 34 35 26 
Rubberss eae eee 33 31 42 32 27 26 33 33 26 25 


Source: International Monetary Fund, International Reserves 
and Liquidity (Washington, D.C., 1958) and International Finan- 
cial Statistics. 

® Arranged in descending order of the ratio of individual 
groups in 1957. Exporters of petroleum: Iran, Iraq, Venezuela; 
exporters of textile fibres: Australia, Esypt India, New Zealand, 
Nicaragua, Pakistan, Paraguay, Union of South Africa, Uruguay; 


It is only natural that under these circumstances the 
primary producing countries should have tightened or 
relaxed their controls over the volume of i re 
or less in line with the fluctuations in purchasing 
power of their exports. The close relationship between 
the short-period fluctuations in the purchasing power 
of exports and in the volume of imports which is shown 
in chart 8 for the period 1950-1957, is thus not sur- 
prising. For example, the petroleum exporters, which 
experienced relatively small fluctuations in external 
purchasing power, were well placed to maintain a 
steady flow of imports. On the other hand, in the 
countries sustaining wide fluctuations in export pro- 
ceeds, such as Australia, the post-war period has wit- 
nessed frequent changes in the intensity of import 
controls. Needless to say, the adjustment of imports to 
changes in purchasing power of exports has not neces- 
sarily been simultaneous or complete. Consequently, 
many countries have been faced with recurrent short- 
term disequilibrium in their balances of payments; 
this, for example, was a common experience during the 
period after the collapse of the Korean boom. 


Although it is true that, in the face of a decline in 
export earnings, a country can attempt to maintain a 
reasonable degree of external balance by a quick and 
sufficient adjustment of the volume of imports, the 
reduction of imports, while thus alleviating the pres- 
sure on balance of payments, tends to have far-reaching 
repercussions on the economy as a whole. For, in most 
primary producing countries, domestic investment 
activity is closely linked to the availability of imported 
capital equipment; and, when the fluctuations in 
purchasing power of exports have necessitated corre- 
sponding changes in imports of capital equipment, they 
have accordingly been transmitted directly to domestic 
investment activity. The data presented in chart 8 
demonstrate that this mechanism has frequently oper- 
ated in the primary producing countries. Not only have 
the countries with greater fluctuations in external 


exporters of beverage crops: Brazil, Ceylon, Colombia, Costa Rica, 
El Salvador, Ethiopia, Guatemala; exporters of food and tobacco: 
Argentina, Burma, Cuba, Dominican eke, Ecuador, Greece, 
Honduras, Israel, Panama, Sepa pain, Thailand, Turkey; 
exporters of metals and ores: Bolivia, Chile, Mexico, Peru; 
exporters of rubber: Indonesia, Malaya and Singapore. 

> Ageregate of the countries included in this table. 


purchasing power generally experienced greater fluctu- 
ations in total real imports, but they have also experi- 
enced greater instability in domestic fixed investment. 


This relationship between fluctuations in external 
purchasing power and in domestic fixed investment, 
which is clearly discernible when the primary produc- 
ing countries are considered as a whole, has not held 
with equal force among the individual countries or 
even for the same countries over time. For, among 
other things, the strength of the mechanism has often 
been modified by the aims and operation of government 
policies regarding investment and imports. The data 
presented in table 23 show, for instance, that during 
the Korean boom, when increased export earnings 
made possible an expansion of imports into almost all 
countries, a relative increase in imports of consumer 
goods was the common pattern. In other words, since 
investment or import policies had often not been 
clearly formulated, the boom in export incomes 
prompted a more than proportionate increase in im- 
ports of consumer goods. These increased imports did, 
however, moderate the inflationary effect of the expan- 
sion in export incomes. But this was not the experience 
of all countries. In Brazil, Mexico, Peru and Turkey, 
for instance, imports of capital goods increased appreci- 
ably during the Korean boom; and the increased im- 
ports enabled these countries to raise the level of fixed 
investment, not only absolutely, but also in proportion 
to total real product. But, while, in most countries, 
there was a visible tendency to increase imports of 
consumer goods during the peak years of the Korean 
boom, the converse has not necessarily occurred in 
years of declining export proceeds. Imports of capital 
equipment have often been cut back as much as, or 
more than, imports of consumer goods in years of a 
reduction in total imports. In most countries, when 
total imports were reduced after the Korean boom, a 
proportionately larger burden was, in fact, borne by 
capital goods. This tendency was far more manifest in 
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Chart 8. Primary Producing Countries: 
Purchasing Power of Exports, 


Relationship between Short-period Fluctuations in 
Real Imports and Real Fixed Investment, 1950-1957 


(Percentage) 


Real imports 
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Purchasing power of exports 
Real fixed investment 


18 


16 


14 


12 


10 


4 6 8 10 12 14 16 18 20 22 24 26 28 30 
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the deviation of year-to-year peas a ee mean of Hoe tae 
i i i i ts and imp 
i i i i tives. Except for Argentina, Brazil an ile, expor impo 
ete a 8 8 ease Bitairen bared on include persica ‘ett, For abbreviations and differences in time 
national sources. ; 
* The short-period fluctuations are measured by the ratio of coverage, see chart 7. 
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Table 23. Primary Producing Countries: Year-to-Year Changes in Total Imports and Their Components* 


(Change in volume? over the preceding year as percentage of total imports in 1953) 


Country and item 1949 1950 1951 1952 1953 1954 1955 1956 

Argentina 
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Capital 200dSan reese wiles: —43 =" tl —16 z ir ; a3 

Industrial materials and fuels. . . —8 —4 ie —24 — ; : : q 
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Dotalvumpottss. se cirno. soma: —2 11 44 —5 —32 24 —20 —7 
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Colombia 
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Cuba 
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Consumer, go0dshiaant. «+s oo 1 15 4 —= 7 —§ 2 ) 11 
Guatemala 

Totalamporistia-eee tn oe 6 7 4 —9 7 9 29 35 
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Honduras 
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Mexico 
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Peru 
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Industrial materials and fuels. . . 2 -- 3 ue 3 1 ‘4 2 
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Uruguay 
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lotalsininortawanis od ac dee x « —5 = 18 4 7 

Capital oad samen macs 04 deka —4 —17 5 ; : _ ; 

Industrial materials and fuels. . . mn 4 l pe 4 1 1 1 

Consumer goods ea.4 sis conn —2 1 = = 9 2 3 -3 


JHAPTER 1. TRENDS AND FLUCTUATIONS IN WORLD TRADE OF PRIMARY COMMODITIES 63 


Country and item 


Table 23. Primary Producing Countries: Year-to-Year Changes in Total Imports and Their Components* 


(continued) 


(Change in volume? over the preceding year as percentage of total imports in 1953) 


‘Burmac 


Boral WmMportss <. i. A ae, —33 
PRIA ODOC Mets! ct cians =10 ‘ 
Industrial materials and fuels. . . —3 3 
Bansumer fO0dS.............. —20 2 
Ceylon 
BEMEAC AMIPOTES: oo... Sys see e nee 6 8 
SAO Cen 1 1 
Industrial materials and fuels. . . 1 1 
Consumer goods.............. | 6 
Egypt 
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| BCapital goods... 2.2.0.2... 3 2 
_ Industrial materials and fuels. . . 4 = 
Consumer goods.............. —] 10 
India 
RPE ODOEEE co. 06 5h use wan 3 16 — 15 
Merial POGdS. ee ee es 10 = 
Industrial materials and fuels. . . = 7 
Consumer goods. ............. 6 1s 
Indonesia 
PEAT IS ik soi gba s Kae = 20 —4 
Oe 7 == 
Industrial materials and fuels. . . 3 1 
peesumer s00ds.. .... «4. +... - 10 2 
Philippines 
SORA MADOTEE. 62 60 en oe we x ss 11 —49 
MDMA POONER Ike 2.63 26 oO sos 4 —10 
Industrial materials and fuels. . . i —2 
Consumer goods.............. 5 —37 
Turkey 
ee 9 1 
RM ED. oo ini cit t < xn 3 5 
Industrial materials and fuels. .. 5 —2 
epniier 20008... ..- 5-5 +s 1 1 
Australia® 
ERE POOLE os wo. cin, wn 0 Sie > 16 23 
OS eer ee 14 lps 
Industrial materials and fuels. . . 2 —l 
Consumer goods...........--- _ 7 
New Zealand 
SERVER MIWOOEES 2c 4.0 whisdy Gop xaos 10 11 
DREAL SOO cece so ne «48 cin 8 a 
Industrial materials and fuels. . . 1 1 
Perisumer goods .)2% .4.'5 5 55 - fi 


Source: United Nations Bureau of Economic Affairs, based on 
United Nations, Economic Bulletin {* Latin America, vol. IU, 
No. 2, 1958 (Santiago) and national sources. 

a These tentative estimates should be considered as indicative 
of broad orders of change only. To the extent that national trade 
statistics have permitted, the component groups have been 
defined in terms of the Standard International Trade Classifica- 
tion as follows: “‘capital goods”, divisions 6o,e71, o2eatd elas 
“industrial materials and fuels”, sections 2, 3, 4 and 5; “‘con- 
sumer goods’, all remaining sections and divisions. However, 
the estimates for Latin American countries, which have been 
adapted from a recent publication of the Economic Commission 
for Latin America, although following the same broad principle, 
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are based on a more detailed break-down. Their most noteworthy 
difference is that they include certain food items—wheat and 
wheat flour, raw sugar, raw coffee, cocoa beans—in the grou 
‘industrial materials and fuels’, and some items of the fats ae 
oils family in the group ‘‘consumer goods”. Components do not 
always add to ae because of rounding. 

b {mport values deflated by national price indices or by esti- 
mated indices derived from export price indices of major partner 
trading countries. 

© Prior to 1954, fiscal year ending 30 September. 

4 Prior to 1956, fiscal year beginning 1 April; 1956, April to 
December at annual rate. 


° Prior to 1954, fiscal year ending 30 June. 
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Latin American countries than in Asian or African 
countries. For example, in Brazil the reduction in 
imports of capital goods in 1953 and 1955 accounted 
for three-fourths of the decline in total imports, while 
the decline in total imports during 1956 came entirely 
from capital goods. Similarly, in Peru, in 1952 and 
1954, the declines in total imports were matched by 
equal declines in imports of capital goods, and in 
Mexico, during 1953 and 1954, imports of capital goods 
suffered far more than total imports. Consequently, in 
all three countries, the absolute level of fixed invest- 
ment as well as the rate of capital formation was 
adversely affected in these years. While part of the 
reason for the greater impact on imports of capital 
goods may be ascribable either to the lack of rigorous 
import policy or to the effect of a decline in export 
earnings on the inducement to invest, these countries 
have also been hampered by their dependence on im- 
ports of food grains. But also in some other Latin 
American countries whose dependence on imported 
food grains is small—as, for example, Uruguay— 
imports of capital goods have been subject to larger 
cuts than have other categories of imports. 


By comparison, in Asian countries, there has been 
some tendency in recent years to readjust import 
policy towards the attainment of greater stability in 


imports of capital goods. This has been facilitated by 
the expansion of domestic production of essential con- 
sumer goods, particularly food, which has reduced 
dependence on imported supplies; but it has also re- 
flected an intensification of governmental efforts to 
accelerate the process of industrial development. 
Burma, Ceylon and the Philippines, for instance, have 
tightened their controls over luxury imports. The most 
stringent regulations of this kind have, however, been 
enforced in India where, despite an unfavourable ex- 
port experience in recent years, imports of capital 
equipment have risen substantially and imports of 
consumer goods have declined. 


It is characteristic of most primary producing 
countries that the margin of export earnings over 
imports of essential consumer goods is small while the 
need for imported capital goods is great. Thus the 
violent short-term fluctuations in export earnings have 
inevitably accentuated the difficulties emerging from 
the long-term trends in world demand for primary 
products. In periods of falling export earnings, when 
inadequate foreign exchange reserves have necessitated 
cuts in imports of capital goods as well as consumer 
goods, domestic investment activity has been reduced 
and the pace of economic growth has been retarded, 


Conclusion 


From a global viewpoint, the chief significance of the 
commodity problem is its central position in the larger 
problem of the economic development of under- 
developed countries. In both its long-term and short- 
term aspects, the commodity problem has profoundly 
affected the growth and stability of economic activity 
in these countries. 


As has been seen, the long-term lag in the volume of 
world trade in primary commodities has been rooted in 
major changes in the structure of demand in industrial 
countries and there is strong reason to suppose that 
this lag is a persistent tendency that will continue into 
the future. It is true that, over the whole period from 
the late nineteen twenties to the present, the impact of 
this lag on the import capacity of under-developed 
countries has, to some extent, been alleviated by the 
higher prices of primary commodities relative to prices 
of manufactures. But, in contrast to the trend in 
volume of trade, there are no compelling reasons for 
supposing that this relative improvement must persist. 
Indeed, in many primary commodities, prices have 
suffered a relative deterioration even within the 
buoyant post-war years. 


The logic of the long-term trends in world markets 
for most primary commodities has, almost inevitably, 
conflicted sharply with the deep-rooted aspirations of 


the under-developed countries to achieve, or sustain, 
an accelerated pace of economic growth. It is sympto- 
matic of this conflict that the imports of under- 
developed countries have not only risen strongly but 
have generally outreached the expansion in their 
external purchasing power. While numerous countries 
have achieved relatively high rates of growth, the 
changes in the level and composition of demand asso- 
ciated with internal growth have commonly exerted 
increasing pressure on their external balances. 


Through restricting the ability of under-developed 
countries to import capital equipment, the trends in 
external markets have set limits to the pace of internal 
economic growth. And it is clear that these trends are 
beyond the control of the exporting countries. On the 
other hand, it seems probable that, in many countries, 
the margin of foreign exchange presently available for 
imports of capital equipment could be appreciably 
widened. Imports of many other classes of commodities 
besides capital equipment have risen strongly. In part, 
this has reflected the growing diversity of domestic 
production which has enlarged requirements of im- 
ported raw materials. But, in many instances, it has 
also been due to insufficient adaptation of the domestic 
structure of production to the changing level and com- 
position of domestic demand. Thus, in food production, 
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although output in many food importing countries has 
expanded, imported supplies of foods have neverthe- 
less had to be increased. 


It must, however, be recognized that the inflexibility 
of resources is a characteristic feature of the economies 
of under-developed countries, and this severely circum- 
scribes the pace at which the domestic structure of 
production can be adapted to conserve foreign ex- 
change receipts. In many countries, major cuts in 
imported supplies of commodities other than capital 
equipment could be quickly achieved only at very 
lheavy social cost. 


This conflict between the characteristic inflexibility 
‘in the productive structure of under-developed coun- 
‘tries and their need to expand supplies of imported 
scapital equipment is brought into sharp focus in the 
-short period. For, in view of the necessity of maintain- 
ing minimum supplies of imported foodstuffs or raw 
materials, the severe short-period instability in export 
proceeds frequently compels under-developed coun- 


tries to cut their imports of capital equipment. Thus, 
the instability of export proceeds not only has direct 
effects upon incomes in the export sectors of the under- 
developed countries, causing recurrent hardship for 
those members of the community who gain their liveli- 
hood from production for export; but, even where 
incomes in the export sector have been effectively 
insulated from external fluctuations, the instability of 
export proceeds may continue to have a strong destabi- 
lizing influence on domestic economic activity through 
its impact on the level of domestic investment. 


Viewed in either a long-term or a short-term perspec- 
tive, the commodity problem constitutes a major ele- 
ment in the larger problem of economic development, 
and, in this broader context, it is clear that some 
mitigation of the problem could certainly be achieved 
through an expanded flow of foreign capital. A larger 
supply of foreign long-term and short-term capital 
could obviously do much to extend the boundaries set 
to current rates of economic growth by the inability to 
finance greater supplies of imported capital equipment. 


Chapter 2 


NATIONAL COMMODITY POLICIES 


In chapter 1 an analysis was made of the objective 
conditions prevailing in the world’s commodity 
markets, particularly in so far as they affect the 
economic development of under-developed countries. 
It was shown there that the fundamental commodity 
problem has two main aspects, which may be referred 
to for convenience as the long-term and short-term 
aspects. The long-term problem derives from the fact 
that there has been a persistent tendency for the de- 
mand of industrial countries for impo imary 
products to grow more slowly than the total output or 
income of these countries. If, therefore, the total rate 
of growth-of primary producing countries were. no 
greater than that of their export sectors, they would be 
compelled to accept a constantly widening gap between 
their income levels and those of the industrial coun- 
tries. Any effort by the primary producing countries to 
shift the structure of production away from the export 
sector, however, rapidly encounters the obstacle im- 
posed by inadequate foreign exchange resources. Since 
these countries depend upon imports for most of the 
capital_equipment which they require for economic 
expansion, the rate of growth even of those sectors of 
the economy producing for home consumption tends to 
be limited by the rate of increase of export receipts. 

pea) Meee ce ate ee 

In the industrial countries the rate of growth is 
largely dependent upon the production of industrial 
goods. Thus the long-term commodity problem im- 
pinges upon their economies only marginally—only in 
so far as the exports of industrial goods are a function 
of the level and rate of growth of income in the under- 
developed countries. At the same time, however, the 
industrial countries provide the great bulk of the 


market for internationalty—traded—primary—preducts. 


Consequently the nature of the commodity problem is 


subject to the influence of these countries in their 
capacity as importers of primary products and, particu- 
larly in the case of the United States, as exporters also. 


Fundamental differences in the position of the com- 
modity producing sector in the two groups of countries 
evoke a divergent attitude towards the long-term com- 
modity problem. In the industrial countries the rimary 
producing sector is, fail TON TMGTR most 
efficient sect economy andthe inclination is 
to protect_incomes in relation to the rest of the 
economy. Given the high levels of income and efficient 
policy instruments, it is relatively easy to effect a 
transfer of income in favour of the primary sector 
without imposing a serious burden on the rest of the 
economy, In the primary producing countries the situ- 
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ation is quite the reverse; the export sector is generally 
the aoa -aivament It is alnipst alvays this sector 
which was the first to develop a high degree of market 
orientation, and which has the best record of self- 
generated growth; and it is only exceptionally in these 
countries that elements of the sector have deteriorated 
and are no longer able to compete. The view that the 
export sector is advanced and well-to-do has prompted 
Governments to make it the central source of public 
revenue as well as a source of aid to the development 
of the economy as a whole. From another standpoint, 
however, the primary export sector is generally thought 
to be at the mercy of external market forces and conse- 
quently it has frequently received governmental assist- 
ance. Such assistance is not in terms of the mainte- 
nance of income equity vis-d-vis other sectors—as is 
the case in industrial countries—but rather in terms of 
enabling the sector to compete on world markets, or of 
maintaining prices at profitable levels. These two 
divergent evaluati sector—that it is 
weak with respect to world market forces but strong 
with respect to the rest of the domestic economy— 
have resulted in an ambivalent attitude on the part of 
under-developed primary producing countries towards 
the long-term commodity problem, which will be 


explored below. 


The differences in the role of the primary production 
sector in the economies of developed and under- 
developed countries, discussed above, also have im- 
portant consequences for their respective attitudes to 
the problem of commodity price instability. For the 
industrial countries, fluctuations in the prices of food- 


, mportance_as the 
under-developed countries. The concern of the indus- 
trial countries in this area derives mainly from their 
preoccupation with the problem of general price 
stability, though in western Europe it has also been 
necessary at certain periods to take into account the 
impact of commodity price increases on the balance 
of payments. 


It is not unnatural to find a certain asymmetry in the 
attitudes of both industrial and under-developed 
countries towards commodity price fluctuations. Rising 
commodity prices prompt greatest concern in the in- 
dustrial countries, declining prices in the under- 
developed countries, and this conflict of interest is 
reflected in the policies which they pursue. As far as 
the industrial countries are concerned, the difficulty is 
that declines in commodity prices are much less likely 
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‘to bring the general price level down than increases are 
to push it up. Any decline in commodity prices, under 
modern conditions, simply tends to offset increases in 
other costs resulting from the tendency of factor in- 


comes to rise faster than productivity; whereas in- 


in commodi 


yof cost inflation in imparting an upward bias to the 


general level of prices. 


Thus the industrial countries are more concerned 
swith commodity price increases than with decreases 
not simply because of the effect on their terms of trade 
‘but because while risin i ices-do_tend to 


supset the general stability of prices, declining com- 


umodity prices do not. It is for this reason that, as 
sshown below, the most important post-war examples of 
sactive intervention in the world market by the induz y_the indus- 
itrial countries in the interests of stability have been 
sthose in which there was a danger of what were re- 
ygarded_as excessive commodity price increases. No 
-comparable action has be , the-industrial 


-countries to arrest price declines. 


These interventions—notably during the Korean 
-and, to a lesser extent, the Suez crisis—were, however, 
exceptional. In general the activity—or lack of activity 
-—of industrial countries in this sphere reflects the 
lesser importance of commodity price stability to their 

economies. Here the contrast with under-developed 
countries is obvious, since in the latter countries the 
stability or instability of commodity prices exerts a 
major influence not merely upon export earnings—and 
hence upon the capacity to import—but also upon the 
over-all level of economic activity. It is scarcely con- 
ceivable, in present circumstances, that a decline in 
commodity prices could set off a downward spiral of 
demand in the industrial countries, whereas in under- 
developed countries this danger is a real one. The dis- 


wcreagy ed to oth rces 
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ruptive effects which declines in total demand and out- 
put are bound to have on the development programmes 
of under-developed countries are too evident to require 
emphasis here. 


This is not to say that under-developed countries 
place the achievement of price stability above or even 
on a par with other objectives. So numerous are the 
claims for priority in an economy in which there is 
scope for advancement in virtually every phase of 
economic life, and so importunate are the pressures, 
that it is not surprising to find, as will be shown below, 
that stability per se has not always been among the 
primary targets of government policy. However desir- 
able an even tempo of advance might be in itself if all 
other conditions were favourable, the intrasien of 
other obstacles to economic development throws up 
even or en- 
tion o nd tends to force the problem 
of stability into the backgroind:———— bo 7a 

REO ey ack 


It will be the task of the present chapter to consider 
the manner in which the attitudes of industrial and 
under-developed countries are expressed in the policies 
which they have devised to deal with the commodity 
problem. In so doing, it is natural to examine first the 
policies of industrial countries. The conditions under 
which these countries trade, and the various restric- 
tions on trade which they impose, are just as much 
part of the economic environment within which the 
primary producing countries have to operate as are the 
market characteristics of the commodities which the 
latter countries export. Once the external market and 
policy conditions confronting the primary producing 
countries have been characterized, it will be possible, 
in the latter part of the chapter, to review their own 
policy responses and attempt to evaluate them, within 
the limits of such freedom as they have in this area. 


Agricultural policies 


WESTERN EUROPE 


Production and price policies 


It is beyond the scope of this survey to enter into a 
detailed account of the varied and complex commodity 
policies followed in all the countries of western 
Europe.! In the context of the main problem posed 
here, namely, the impact of policies on the exports of 
primary producing areas, it is the policies followed in a 
few western European countries a account for the 
bulk of European imports of primary products that are 


of chief interest.” In addition, most western European 


countries have been faced with certain common prob- 


1 Detailed country surveys of agricultural policies in Europe 
and North America are contained in three reports of the aed 
sation for European Economic Co-operation Ministerial om- 
mittee for Agriculture and Food, Agricultural Policies in Europe 
and North America (Paris, 1956, 1957 and 1958). 


lems so that, in spite of national variations, the direc- 
tion of policy in most countries has been very similar, 
namely the deliberate and rapid expansion of domestic 
agricultural output. as: aaa Goat. 
Nearly all the western European countries have been 
affected at one time or another since the war by balance 
of payments difficulties, while foreign exchange re- 
serves have in many cases been constantly inadequate 
to meet any sharp or prolonged strain. The end of the 
war left western Europe with agricultural production 
about 20 per cent below the pre-war level, while popu- 
lation was greater than before the war. Furthermore, 
the transformed balance of payments situation made it 


2 In 1957, of about $20 billion of imports from the rest of the 
world by OEEC countries, 80 per cent ($16 billion) was imported 
by four countries: France, the Federal Republic of Germany, 
Italy and the United Kingdom, the United Kingdom alone 
accounting for about $7 billion. 
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impossible for western Europe to meet the vastly in- 
creased gap between food output and requirements by 
means of imports except in so far as such imports were 
financed by massive overseas aid. An additional impetus 
to the expansion of domestic primary production in 
Europe was, of course, the experience of the war itself. 
During the war, every effort had to be made to expand 
the output of domestic foodstuffs so that, even apart 
from the powerful influence of strategic considerations, 
it would have been socially impossible in later years to 
allow farming to revert to its pre-war status of a rela- 
tively neglected sector. 


One of the main elements in the European Recovery 
Programme drawn up in 1948 by the member countries 
of the Organisation for European Economic Co- 
operation (OEEC) was the rapid expansion of agri- 
cultural output. The combined target which the OEEC 
countries set themselves was an increase in total agri- 
cultural production by 1952/53 of about 40 per cent 
over the 1947 level, which represented an increase of 
about 15 per cent over pre-war output.? 


Within the over-all objective of expansion to a level 
of agricultural output greater than before the war 
emphasis was placed on the cultivation of crops which 
give the highest yields per acre (sugar-beets and pota- 
toes), or which would directly reduce import require- 
ments (particularly of feeding stuffs), or which were in 
particularly short supply in the world as a whole (such 
as vegetable oils); and as a result of the exceptionally 
low level of meat production an effort was also to be 
made to increase livestock output, though there were 
limits to the speed with which the necessary stock 
buildup could be achieved. To reach the targets, 
reliance was placed chiefly on increases in productivity 
aided by much more extensive use of fertilizers and 
very rapid mechanization. At that time the prices of 
agricultural products were, on the whole, high enough 
to obviate the need for any increase in price as an 
incentive to expanded output, and the chief require- 
ment in this connexion was to ensure adequate export 
markets in other OEEC countries and to maintain 
farmers’ confidence in the longer-run prospects. These 
objectives were pursued by the conclusion of numerous 
bilateral agreements among the countries, and by 
various legislative commitments to domestic farmers 
im most countries. 


The 1952/53 target for agriculture in western Europe 
was exceeded slightly, but new economic problems, 
chiefly associated with the Korean outbreak and the 
expanded defence programmes, had emerged before the 
earlier problems had been completely solved. In 1951, 
partly in response to the changed situation, new pro- 
duction targets for 1956 were set in western Europe 
for key sectors of the economy, including a further 


Organisation for European Economic Co-operation, Interim 
Report on the European Recovery Programme (Paris, 1948), vol. I 
page 32 ff., and vol. I, page 905. ; 


increase in agricultural production to 14 per cent 
above the 1951 level. This target, in turn, was slightly 
exceeded by 1956. Thus all countries have consider- 
ably surpassed pre-war levels of agricultural output 
and by 1957/58 agricultural output in the OEEC 
member countries combined was about 35 per cent 
above pre-war. 4 


Once the acute need for western Europe to expand 
agricultural output and reduce agricultural imports 
had passed, differences in national problems and situa- 
tions grew in importance and corresponding differences 
in national policies and techniques became of greater 
significance. At the same time, more flexibility and 
variety were introduced into national programmes. In 
some countries this took the form of allowing greater 
play of market forces or of deliberately attempting to 
guide production and prices into channels correspond- 
ing more closely to market trends. 


In the United Kingdom, the pattern of guaranteed 
prices has been adjusted in order to discourage further 
expansion of output of milk, pigs and eggs—products 
which are either in surplus or which compete with 
cheaper imported supplies—and to encourage a greater 
output of beef and mutton, as well as home-produced 
animal feedstuffs.> In France, while further expansion 
of agricultural production is a declared objective of 
the Third Modernization and Equipment Plan (1957— 
1961), much more emphasis than hitherto has been 
placed on the need to adjust the pattern of production 
to meet trends in consumption. In particular, this has 
taken the form of encouraging further increases in out- 
put of meat, poultry and dairy products, as well as 
fresh fruit, vegetables and coarse grains for feed, and 
of stabilizing, or even reducing, output of sugar-beets, 
wheat and potatoes. 


However, the experience of the last few years in 
western Europe (as in the United States) suggests that 
attempts to reduce or stabilize output of certain 
products have been less successful than measures 
aimed at increasing the output of others. Furthermore, 
the change in emphasis in agricultural policies char- 
acteristic of certain European countries in recent 
years has not applied universally. In some major im- 
porting countries there has been no perceptible change 


‘ Organisation for European Economic Co-operation, General 
Statistical Bulletin, No. 1, 1959 (Paris), page 47. The figure 
quoted above relates to the index of total agricultural output net 
of imported feeding stuffs and store cattle. 

° The shift of emphasis in the United Kingdom’s policy was 
summarized as follows: “During the first phase of long-term 
agricultural development the primary aim has been the physical 
expansion of output. But under free market conditions the 
appropriate pattern and scope of home production . . . must be 
related, not only to considerations of production, but also to 
market prospects . . . Expansion of net output to 60 per cent 
above mip is still a major objective. But with the removal of 
controls and revival of consumer choice it has now become 
necessary for agricultural produce to be sold more competitively 

» + in future, home agriculture cannot be asked to produce a 
given amount of a particular commodity irrespective of cost.” 
Inited Kingdom, Annual Review and Determination of Guarantees 
1954, Cmd 9104 (London), paragraphs 10 and 11. ne 
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m policies. In the Federal Republic of Germany, for 
»xample, the 1955 Agricultural Act largely confirmed 
‘he policy pursued up to that time. In Italy, while 
‘here is now greater emphasis on the expansion of live- 
tock output, the over-all long-term aims of agri- 
cultural policy are closely bound up with the problems 
»f regional disparities in income and of land reform, 
and there has been no radical development in this 
situation of a kind likely to induce any basic change in 
agricultural policy. And while in some countries the 
achievement of targets and the restoration of produc- 
tive capacity have led to greater selectivity and flexi- 
oility in agricultural policies, there has been no 
vendency to retreat from previous policies, especially 
as regards their basically protective character; in 
‘ertain countries where there is a long history of pro- 
-ective policies or where agriculture is linked to other 
structural problems, there has been no pressure for 
any change at all. 


In fact, the emergence of world-wide surpluses of 
many agricultural products, including some surpluses 
nside western Europe, has been accompanied, as the 
JEEC Ministerial Committee for Agriculture and Food 
sointed out, by “. . . a growing tendency among many 
Governments to give more and more importance to 
long-term assurances to agriculture”. The Committee 
Zoes on to state that “More and more frequently 
Governments undertake to apply some measure of 
price fixing or income stabilization for a specific 
period.” Thus while it is true that, with a few excep- 
tions, there is no longer any attempt to bring about a 
further over-all expansion of agricultural output, and 
policies have become more selective in character, the 
existing assurances to farmers are such that the basi- 
cally protective nature of European agricultural 
policies does not show signs of any effective relaxation. 


As indicated above, the previous policies of over-all 
agricultural expansion in Europe have led to a reduced 
dependence on imports for most food products. The 
means by which this has been brought about have been 
varied and have included intensive efforts in many 
countries to raise agricultural productivity. Neverthe- 
less, the achievement of the desired reduction in the 
share of imports in total supplies has not been due 
solely, if at all, to a change in the comparative cost 
position of European supplies, and has depended on 
various protective devices, usually associated with 
domestic price or income supports. 


The nature and extent of the price and income sup- 
port programmes and the associated measures usually 
required to shield these programmes against disruption 
from imports vary from country to country. Countries 
which have a large stake in agricultural exports or 
exports of particular agricultural products are naturally 


6 Organisation for European Economic Co-operation, Mini- 
sterial Committee for Agriculture and Food, Second Report 


(Paris, 1957), page 406. 
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unable to maintain the prices of these products to the 
same extent as other countries, though this would not 
necessarily preclude the deficiency payment method 
of support. Denmark, for example, has very little price 
support even though a high proportion (about 20 per 
cent) of national income originates in agriculture. 
Price fixing in Denmark is limited to sugar-beets, 
where the objective is to displace imported sugar, and 
potatoes, where the aim is to raise income levels in the 
poorer areas. Similarly, in the Netherlands, while price 
support is fairly widespread for products of which the 
Netherlands is a net importer, for products which are 
mainly or largely exported, such as eggs, dairy 
products, and pig meat, price formation is free or 
special aids are given to exporters to maintain com- 
petitiveness. In Italy no special arrangements are made 
for the main exported products (fruit and vegetables) 
apart from minor measures such as reduced freight 
rates to the border. 


For other products in these countries, and for agri- 
culture in general in the other countries, extensive 
price programmes are usually in force. In the United 
Kingdom a system of deficiency payments is applied, 
except for a few products.7 This system requires the 
government to make up the difference between the 
average price received by farmers and the guaranteed 
price, the latter being adjusted each year in the light 
of various considerations relating to costs of produc- 
tion and trends in output and prices. The deficiency 
payment method of support tends to increase domestic 
supply, and therefore reduce imports; so far, however, 
from raising domestic prices above world levels it may 
actually tend to lower them, and thereby increase 
rather than diminish total domestic consumption as 
well. 


In other major importing countries, agricultural 
products are subject either to direct price support by 
periodically revised fixed prices, as in France, or to 
indirect price regulation by means of state monopolies 
for marketing or trade—the predominant system in the 
Federal Republic of Germany and Italy. In these and 
certain other countries, considerable regulation of 
imports is necessary to maintain prices at the prevail- 
ing levels. In fact in several countries it is the control 
over imports which provides the sole mechanism for 
regulating and supporting the domestic markets in 
certain products; that is to say, imports are increased 
or decreased according to the estimated gap between 
domestic production and consumption at the supported 
prices, or are varied as a means of stabilizing prices. 
The regulation of imports is also sometimes used to 
prevent undesirable price increases, as in France and 
the Federal Republic of Germany, for example, where 
certain types of imports virtually excluded from the 
market under normal conditions are occasionally 


7 Prices are fixed for wool and sugar-beets, and are supported 
for eggs and potatoes. 
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allowed to enter in substantial quantities so as to hold 
down the cost of living. 


In general, the degree of insulation of domestic 
agriculture in the major importing countries of western 
Europe is extensive. The main exception is the United 
Kingdom, where the system of deficiency payments dis- 
courages imports, chiefly through its tendency to keep 
agricultural production higher, and artificially more 
competitive, than it would otherwise be; although this 
effect is by no means negligible, as is illustrated by the 
fact that the share of domestic pr tion_in_total 


United Kingdom feod requirements_has_risen—from 


about one-third pre-war to about one-half in recent 


years. In the other countries, while one of the main 
objects of the import restrictions is the stabilization of 
domestic prices, the level at which prices are stabilized 
is, on the whole, well above the world price level, so 
that the measures are of a distinctly protective, as well 
as stabilizing character. The fact that at exceptionally 
high support levels western Europe does not experi- 
ence the massive accumulation of surplus stocks that 
has been observed in the United States, or that has 
occurred in Canada with much less price support, is 
evidence of the relatively high costs of much European 


agriculture. 


This also provides an indication of the extent to 
which European output requires protection in order 
to avoid a substantial displacement by imports. It is 
significant that the proportion of agricultural output 
which is sold without any intervention either directly 
by governments or by any marketing boards or similar 
agencies is much smaller in most western European 
countries than in the United States.’ All OEEC 
countries except Belgium, Iceland and Denmark have 
fixed prices, or support prices of one kind or another, 
for cereals other than rice; most countries have fixed 
prices for sugar-beets, and apart from the Mediter- 
ranean countries practically all have support prices or 
special market intervention for all animal products 
except wool. The only important agricultural products 
not generally subject to this type of direct support in 
the economically developed countries of western 
Europe are fruits and vegetables, though in most 
countries trade in these products is subject to various 
quotas and licensing arrangements which often have a 
protective character. 


It is true that government expenditure on agri- 
culture, as a proportion of gross agricultural output? 
is lower in several European countries than in the 
United States,!° but this ratio depends very much on 
the degree of trade restriction. For example, in the 
United Kingdom, where restriction of agricultural im- 


8 Organisation for European Economic Co-operation, Mini- 
sterial Committee for Agriculture and Food, Second Report 
(Paris, 1957), annex table I, page 441. 


* Defined here as “‘value added’? (or net output) in agriculture 
plus depreciation. 
10 Op. cit., table III, page 445. 


ports plays very little part in the measures adopted to 
maintain agricultural incomes, about one-third of the 
gross product of agriculture is covered by government 
expenditures of one kind or another, whereas jn 
countries such as France and the Federal Republic of 
Germany, where close control of agricultural imports 
exists, the ratio is about 7 per cent. In other words, the 
cost of agricultural support in countries which make 
extensive use of import restrictions is particularly 
difficult to evaluate since it manifests itself not in 
identifiable items of government expenditure but in 
higher prices to domestic consumers as well as in the 
maldistribution of domestic resources, and losses of 
export markets by overseas primary producers. 


As agricultural policies in western Europe have 
consciously aimed at greater self-sufficiency until 
fairly recently, they have had a more direct impact on 
imports than in North America, where the main impact 
has probably been on exports. As can be seen in the 
following table, domestic production is a higher pro- 
portion of total supplies than before the war for all the 
main agricultural products. 


Production as percentage of total supplies of major categories of 
agricultural output in OEEC member countries combined 


1953/54 to 


Pre-war 1955/56 
Bread gravitas 5S. 260 22 ante a 74 83 
Coarse grains aoi An aeuiea ee 73 80 
sugar (relinied) . <aitm sana cats 54 73 
IM Cat Wace AP Se ie ger ee ee eee ee 88 94 
‘Lotaly ouls‘and. fats-. +40 -4- oe Dz 55 


Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin, No. 6, 1957, pages 56 to 61. 


Impact on trade in food products 


These changes in western Europe’s dependence on 
imports of foodstuffs can be translated into a rough 
indication of the impact on imports of increased 
European self-sufficiency—assuming that total con- 
sumption would remain unchanged even if domestic 
agriculture were less important in the economy. For 
example, if the share of imports in total European food 
supplies were the same now as before the war, there 
would be an increase in such imports from the rest of 
the world of about $2 billion, inchiding about $600 
million for cereals, $200 million for sugar, $400 million 
for meat and $100 million for butter. While there can 
obviously be no question in the foreseeable future of 
reverting entirely to the pre-war situation, these esti- 
mates give some indication of the impact that the 


European move towards self-sufficiency has had on 
imports. 


Even under less drastic assumptions, the increase in 
imports resulting from a reduction in European protec- 
tion would be considerable, in view of the relatively 
high costs of much agricultural production in Europe. 


(CHAPTER 2. NATIONAL COMMODITY POLICIES 


a 


As a recent report has emphasized, the marginal nature 
of most food imports into western Europe means that 
a relatively small decline in agricultural output would 
cause a much larger proportionate increase in imports. 
This report pointed out, however, that “Agricultural 
production, at any rate in the short run, is probably 
mot very sensitive to price changes and to restrain 
production by one per cent may well require a sub- 
stantially greater percentage reduction in the degree 
cof protection.””!! 


In the longer run, of course, the low productivity of 
much of western Europe’s agriculture—as evidenced 
by the importance of aid to marginal farming in most 
‘Kuropean agricultural assistance programmes—the 
high rate at which the agricultural population has been 
declining in recent years, and the fact that industrial 
sanemployment in most of the developed European 
countries has been relatively low, all suggest that the 
‘supply curves of agriculture as a whole might be sufhi- 
ciently elastic for output to be significantly affected by 
sreductions in prices. It is true, of course, that many 
individual farmers would maintain or even try to in- 
screase Output as prices fall, but if this were true of 
‘farmers as a whole there would be little point in high 
-support prices as a means of saving on imports, and in 
sany case there are limits to the extent to which farmers 
could expand output without increasing their expendi- 
ture on machinery, fertilizers and so forth. It is also 
true that the absorption of the agricultural labour 
force in alternative occupations depends partly on the 
geographical proximity of such occupations. But on 
balance it would appear that the longer-run impact on 
agricultural output in Europe of a reduction in prices 
cannot be assumed to be negligible and might reason- 
ably be assumet To Te significant, 


How much reduction in agricultural protection 
would be required to achieve any given reduction in 
prices or agricultural incomes depends, of course, on 
the importance of protection in maintaining prices and 
incomes. In general it appears that the incidence of 
agricultural protection in Europe is considerable. In 
the Uni ingdom, for example, although producers” 
prices do not exceed world trade prices by margins as 
great as are commonly found on the continent— 
partly because of the different support systems em- 
ployed—total government agricultural support expen- 
ditures in 1957/58 amounted to about one-third of the 
gross _product of agriculture (including forestry and 
fishing). They also represented about 80 per cent of 
farm net income, after deducting wages as well as 


other farm expenses.!” 
In other western European countries, as has been 


1 General Agreement on Tariffs and Trade, Trends in Inter- 
national Trade, A Report by a Panel of Experts (Geneva, 1958), 


page 89. : ; 

2 For details of estimate of farm ‘net income’, see United 
Kingdom, Annual Review and Determination of Guarantees, 1958, 
Cmnd 390, table C, page 12. 


pointed out above, the protection lies more in the 
maintenance of higher domestic producers’ prices by 
restriction of imports. For example, in Belgium, 
France, the Federal Republic of Germany and Switzer- 
land, domestic prices for wheat are 40 to 80 per cent 
above import prices, and similar disparities exist for 
other cereals. Prices of beef cattle and various other 
products are also well above those in overseas produc- 
ing countries such as Australia. Thus, while such com- 
parisons have to be treated with caution, the extent of 
the disparities suggests that protection would remain 
substantial even if reduced significant! 
levels.18 


It therefore appears that owing to the considerable 
incidence of agricultural protection in western Europe, 
such protection could be reduced sufficiently to have a 
significant impact on prices and incomes while still 
remaining substantial. In so far as agricultural output 
is not completely inelastic in the longer run, this would 
tend to reduce European output, and in so far as the 
reduction in prices stimulated consumption somewhat, 
the rise in imports would be even greater. 


However, it must be noted that any over-all reduc- 
tions in western _Europe’s_output would provide a 
stimulus chiefly to exports of competing temperate 
zone products from the wealthier countries, s as 
those in North America and Australasia. The implica- 
tion of this is trot, however, that reductions in the level 
of European protection are of little value for the under- 
developed countries but that these countries could 
benefit if European output were reduced, relative to 
consumption, on a selective basis, without any large- 
scale fall in agricultural output or incomes. For 
example, moderate reductions in European output of 
sugar and oil-seeds would entail a very small decline in 
total agricultural output relative to the consequential 
increase in imports of these products from the under- 
developed areas, provided they could supply the extra 
requirements. 


Such an adjustment in European policies would also 
combine the maximum benefit to the under-developed 
areas with the minimum impact on western Europe’s 
balance of payments as well as on its agricultural 
sector. Selectivity of this nature would also be more 
justifiable from an international welfare point of view 
than indiscriminate changes in output/consumption 
relationships, since in many cases protected European 


13 There are numerous limitations on such price comparisons, 
including important differences in the qualities of some of the 
products concerned. The import prices referred to above are on 
a c.i.f. basis and hence reflect freight rates as well as differences 
in local prices. The other comparisons do not allow for freight 
rates but the magnitudes of the disparities are greater than could 
be accounted for by freight charges (for instance, the average 
producers’ prices of beef cattle in Europe are over twice those 
in Australia). See United Nations, ‘‘Prices of Agricultural Prod- 
ucts and Fertilizers, 1957/58” (sales number: 58.1[.E/Mim.22), 
tables 4 and 7 and annex table 1A, and Food and Agriculture 
Organization of the United Nations, The State of Food and Agri- 
culture (Rome, 1958), annex table 13, pages 218 to 220. 
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producers of, say, grains or dairy products may have 
much lower levels of living than the overseas pro- 
ducers who might displace them. The same cannot be 
said of European protection of products such as sugar 
and oil-seeds. 


It is therefore unfortunate that the pattern of 
selectivity emerging in western Europe in the last few 
years is of a rather different kind, since the concentra- 
tion is on less cereal output while support prices for 
sugar-beets have been raised in practically every 
European country. 


Of course, the tendency in western Europe to dis- 
courage further output of bread grains is partly the 
effect of the policies followed in other countries, 
particularly the United States. As discussed in more 
detail below, the United States support policies have 
led to massive surpluses of grains and other supported 
products. Hence, in so far as European countries try 
to change the pattern of their agricultural production 
without reducing the over-all output, they prefer to 
import more grains and less of the products where the 
pressure on prices is upwards. 


So far the discussion has been confined to the impact 
on imports of western European policies for food 
products, of which Europe is also an important pro- 
ducer. For other primary commodities, of which 
Kurope is not a significant producer, protective policies 
are naturally less widespread. This does not mean, 
however, that the policies adopted by western Europe 
have no impact on world trade in these products. In 
many major consuming countries in Europe, tropical 


products are subject to duties or internal excise taxes 
that serve primarily a revenue raising purpose. 
Tobacco, for-example;is subject to very high indirect 
taxes in the United Kingdom, and to tariffs of about 
8 per cent and 30 per cent respectively in the Benelux 
countries and the Federal Republic of Germany, while 
trade in tobacco in France and Italy is conducted by 
State monopolies. For non-alcoholic beverages, the 
United Kingdom tariff is relatively low but the duties in 
the major continental countries are, in most cases, very 
high and consequently the domestic prices are also 
high. The equivalent ad valorem rates of duty in 1956 
for coffee were about 20 per cent and 30 per cent 
respectively in France and the Federal Republic of 
Germany, and other fiscal charges were about 40 to 50 
per cent respectively. For tea, tariffs ranged from 15 
per cent in Benelux to 52 per cent in the Federal 
Republic of Germany. High tariffs are also applied in 
the major importing countries of continental Europe 
on other tropical products, such as bananas (ranging 


1 It has been estimated that the weighted average consumers’ 
rice of coffee in France, the Federal Republic of Germany-and 


taly is about $165 per pound-as-compared-with $0. OO per 
for corresponding ¢ foe in The ited States. = Liesay 
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from 5 per cent in the Federal Republic of Germany to 
40 per cent in Italy) and cane sugar, for which tariff 
rates are exceptionally high in Benelux, France and 


Italy.15 


It has been pointed out that a reduction in the inci- 
dence of these revenue duties would provide a direct 
contribution to the export prospects of under-developed 
areas.1¢ Imports of cocoa, coffee, and tea into OEEC 
countries from the outside world amount to about 
$1.5 billion, of which the United Kingdom alone 
accounts for about $0.5 billion. As the revenue duties 
on these products are of significance chiefly in the 
continental countries of western Europe, the effect of 
a reduction in these duties should be considered only 
in relation to imports into these countries, Of the $1 
billion of imports of non-alcoholic beverages into these 
countries, however, a large proportion—about $300 
million—comes from dependent territories, supplies 
from which are generally exempt from import duties. 
The remaining imports of non-alcoholic beverages into 
continental western Europe thus amount to about 
$700 million. As domestic production of these com- 
modities is negligible, a given increase in consumption 
will give rise to a nearly equivalent increase in imports. 
In view of the incidence of duties and internal excise 
taxes on non-alcoholic beverages in the continental 
countries of western Europe, the scope for price 
reductions without even completely eliminating these 
duties would appear to be considerable; and while the 
price elasticity of demand for non-alcoholic beverages 
taken together is, no doubt, much lower than for indi- 
vidual beverages, an increase in imports of an order of 
magnitude of about $100 million would appear to be 
possible? 


Apart from the effect of duties of one kind or another 
on total consumption of tropical products, the pattern 
of trade in these products is also influenced by the 
preferential arrangements which several European 
countries have for imports from their dependent terri- 
tories. These take the form either of tariff exemptions 
or, as in the case of France, quota restrictions on im- 
ports from other areas. Furthermore, the Common 
Market arrangements may involve an extension of this 
form of discrimination in so far as the tariff preferences 
enjoyed by the dependent territories of some Common 


'° The duties quoted are in all cases specific duties expressed 
as ad valorem equivalents of the 1956 import prices of the prod- 
ucts concerned. In some countries the legal rates of duty are 
above the range indicated here but only the rates actually applied 
are given here. 


a General Agreement on Tariffs and Trade, Trends in Inter- 
national Trade, A Report by a Panel of Experts. 


'7 The report cited above estimates an increase in imports of 
green coffee alone of $56 million resulting from the total abolition 


of all import duties and other fiscal charges in eight European 
countries, 
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Market countries will be extended to other participat- 
ing countries.18 


Unitep States 
Production and price policies 


There has been no pressure in the United States, as 
there has been in western Europe, to reduce imports 
for balance of payments reasons. United States agri- 
cultural policy has instead been concerned almost 


- exclusively with the protection of farmers’ living 


standards. The techniques adopted in furtherance of 
this policy appear, however, to have brought about a 
situation in which United States policies may have had 
as much impact on trade as have agricultural policies 
in Kurope. It is first necessary, therefore, to discuss 
the way in which this situation has developed in the 
United States. 


To explain the present situation of United States 
agriculture—a situation which is characterized by im- 
port restrictions on certain products, by large govern- 
ment-held surplus stocks and by special export dis- 
posal programmes—it is important to appreciate that 
present United States agricultural policies, and the 
particular techniques employed, are by no means a 
recent development. Though they have been subject 
to various amendments and changes of emphasis, they 
date directly back to the late nineteen twenties and the 
early nineteen thirties. 


The Agricultural Adjustment Act of 1933, which was 
followed in the same year by the establishment of the 
Commodity Credit Corporation, has in fact provided 
the standard framework for assistance to United States 
agriculture ever since.!9 The declared objective of the 
1933 Act, which has dominated the operating tech- 
niques employed up to the present, was to “re-establish 
prices to farmers at a level that will give agricultural 


commodities a purchasing power with respect to 
articles that farmers buy, equivalent to the purchasing 
De wericalcural catsmoditice i Te hase period”. 
The techniques of support adopted are still based on 
the concept of “‘parity’, that is, the relationship 
between farm prices and other prices, even though, in 
a free market, there would have been a considerable 


change in the relationship. Furthermore, whereas pre- 
war price support was limited to one or two products, 


18A net increase in discrimination will occur in so far as, for 
certain. products, the increase in discrimination in some coun- 
tries (those which at present do not discriminate in favour of 
Associated Overseas Territories or which will discriminate more 
by raising their tariffs to the level of the common external tariff) 
is greater than any reduction in discrimination that might con- 
ceivably follow in those countries which, by lowering their 
tariffs to the common external tariff, will be discriminating less 
than at present. It seems likely that the net effect of the various 
changes in tariff rates proposed will involve a net increase in dis- 
crimination for various products such as aluminium, bananas, 
coffee and tobacco. oa, 

19 The basic legislation for present price pe a operations is 
the Agricultural Adjustment Act of 1938, though there have been 
subsequent amendments and complementary legislation. 
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the scope of price support is now very extensive. 
While only about twenty, out of more than two hun- 
dred, domestically produced farm products are subject 
to price support or protection of one kind or another, 
these include the major crops, such as wheat, corn and 
tobacco.29 As can be seen in table 24, out of a total 
value of cash farm receipts in 1956 of about $31 
billion, the value of Teceipis from products subject to 
price support of one kind or another was about 


$14 billion. = 


The actual process of supporting commodity prices 
at the stipulated parity levels is the function of the 
Commodity Credit Corporation (CCC). The CCC sup- 
ports prices in four different ways—loans, purchase 
agreements, purchases and payments. Non-recourse 
loans account for by far the bulk of the operations 
codtutted by the (CCH bicheveeertioutas tech- 
nique is adopted, the economic effects of this support 
method are that consumption is reduced by virtue of _ 
the higher prices and that farmers can sell most of 
EC RE SLSR CA ae a 
is high enough to avoid hardship to marginal producers, 
it will be such that more efficient producers will also 
gain substantially from the support programme and 
hence will also have more incentive to maintain or 
expand output. Only for wool and sugar is price sup- 
port based on an “‘incentive” payment mechanism 
which resembles the deficiency payments method used 
in the United Kingdom and which, by itself, does not 
tend to raise prices to consumers. The United States 
has, of course, the same interest as any country in 
changing the distribution of national income in a 
manner aimed at improving the lot of the poorest 
sectors of the community, particularly the poorer 
farmers. But it employs a technique which transfers 
income to all farmers, and “which, by maintaining 
prices above market prices and thereby reducing con- 
sumption as well as stimulating production, tends_to 


prevent the Jong-run adjustment of supply and demand 


to equilibrium levels. 


It is true that other measures designed to reduce the 
disequilibrium between output and demand at prevail- 
ing prices were introduced before the war. The most 
important pre-war measures of this kind were the 


20 In 1957 support was mandatory for twelve products, namely 
(a) the basic products, maize, wheat, tobacco, rice, cotton and 
peanuts, as well as for (b) tung-nuts, honey, milk and butterfat, 
and (c) under the National Wool Act, for wool and mohair. 
Support was permissive in 1957 for nine other products—barley, 
sorghum grain, oats, rye, cotton-seed, flax-seed, soya beans, dry 
edible beans and gum naval stores. For survey of legislation, see 
United States Department of Agriculture, ae Informa- 
tion Bulletin, No. 135, ‘Price Programmes” (Washington, D. C.), 
1957. 

2 The mechanism of non-recourse loans is that the farmer is 
able to borrow money from the CCC to an amount equivalent to 
the value, at the support price, of the quantity of the product 
which he deposits as collateral for the loan. If the market price 
rises above the support price he can sell at the market price and 
redeem the loan. Ff the market price fails to rise above the sup- 
port level, however, he can simply deliver the quantity of the 
product concerned as repayment for the loan. 
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Table 24. United States: Cash Farm Receipts in 1956 from Products Subject to 
Price Support and Import Controls in 1957* 


(Millions of dollars) 
oe ee EE  _ eee 


Cash farm 
Product receipts 


Cash farm 
Product receipts 


A. Products subject to price support with- 
out import regulations or restrictions 


Gorneeeercr oer e Gaon 1,636 
ICG ey pep ee err cr rte 238 
Tobaccome aan neers IEG2 
Honey Greet hose nee riot ae 41> 
Marlee eateries ae ete ace ie eta 1,801¢ 
Bittertatipyacree creer bare en Cae: 296 
IMIR. one Gates deb ope od ood 15 
Barley ccmanata geet ase 245 
SOvSNUMN Bray ae che A ese 189 
Oster we Oe Paterson 230 
SOVa beanise werent cise mee creates 868 
Dry, edible beang...:.csenaaremesen 105 


Gum navalistores- sect. nee : 


ToTaL A 6,830 


B. Products subject to import regulations 
or restrictions4 


Cotton (lint and /seed) 0. 3 oe 2,915 
Wheaton cnc ae eo 1,897 
Dairy products’) «5. aot tee 2,391 
Sugar sg-+ a -tecergeriete ace eee 214 
Peariuts,..& sts asere ee eee 165 
Flax-seed ics daca ae Us. 
Wroolls ciryc ceteyetette Rear aor iere 102 
Reve: tr see. set ett cole cea 19 
Tong-oll yes ateeens en res 4 
Ediblertree mutse-s- eeu ae eee lll 


ToTaL B 7,043 
Total, other products 16,719 
TOTAL CASH FARM RECEIPTS 31,092 


i 


Source: United States Department of Agriculture, 
Agricultural Statistics, 1957 (Washington, D.C.), 
table 684. 


® Including government payments. 

> Estimated farm production times price of 
honey received by Rebenooi 

¢ Represents approximate value of milk finally 


Section 32 programmes, which date back to 1935. 
Legislation providing for acreage allotments and mar- 
keting quotas was also passed in 1933. But such at- 
tempts to curtail output have not been applied con- 
tinuously in any form until recently. 


A strong, and much needed, stimulus to production 
came from the high prices of agricultural products 
during the war and immediate post-war period. But 
after this, the policy of supporting agricultural prices 
on a national scale and at levels related to the general 
price level, rather than to trends in the agricultural 
supply/demand situation, has provided ample scope 
for the rapid increase in agricultural productivity in 
the United States to be translated into a further 
expansion of output. The final outcome has been that, 
compared with pre-war, net agricultural production 
has risen about 50 per cent, and this has resulted in a 
much greater United States share in world production 
of many important products, particularly grains.28 At 
the same time as food output has increased, the high 
level of United States per capita real incomes has 
meant that a corresponding quantitative increase in 


2 Over the whole period 1936 to 1956, Section 32 rogramme 
expenditures amounted to less than $2 billion, skies is a very 
small amount compared to the value of accumulated surpluses 
or to government export programmes. 

3 Despite the rise in agricultural production, the share of 
agriculture in gross national product fe fallen from about "10 
Ee cent urthe-early-nineteer-thirties to-about-5 per cent in the 
ast few years. During the same period;agriculturat-population 


has declined from 25 per cent of total population t ut—12 
per cent, productivity per man-hour in agriculture being esti- 


— 


utilized as fluid milk (see Agricultural Statistics, 
1957, page 581) for which no import controls exist. 

4 Included here are products subject to controls 
under Section 22, under the Sugar Act, and wool 
(the tariff on which is used to finance the “‘incen- 
tive” payments to wool producers). 

e After deducting the estimate for milk and the 
figure for butterfat shown in the first column. 


domestic consumption could not be expected, especi- 
ally of bread grains where per capita consumption in 
the United States has long been following a declining 
trend and where output is about 50 per cent higher 


than pre-war. 


As a consequence of the heavy accumulation of 
agricultural surpluses in the United States, there has 
been a more intensive effort since 1954 to reduce the 
incentive to output provided by the price support 
mechanism. For most_of the supported products, the 
absolute_level_of support prices _has been reduced, 
since 1954, by between 10 and 20 per cent, which 
represents a somewhat greater decline in the parity 
level of support, on account of the rise in prices paid 
by farmers. Tne only two products the support prices 
of which have risen in absolute terms are wool and 
tobacco.™ In addition, acreage allotments were reintro- 
duced in 1954 and in the following two years the size 
of the national acreage allotments was cut by about 
15 per cent. More recently (1956/57) considerable 
expenditures have also been authorized under the Soil 
Bank programme, which is a supplementary means of 


mated to have more than doubled since pre-war years. See United 
States Department of Agriculture, Agricultural Statistics, 1957, 
tables 643, 664 and 692, and Statistical Abstract of the United 
States, 1958 (Washington, D.C.), tables 270 and 834; also 
United States Department of Commerce, Survey of Current Busi- 
ness (Washington, D.C.), July 1958, table 6. A 

*4 Wool and tobacco have been subject to su port at the con- 
stant level of 90 per cent of parity in this period, so that the rise 
in prices paid by farmers has aukomanttlty led to a rise in the 
absolute support level for these products. 
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reducing output, but these expenditures are still small 
compared with the value of existing surplus pro- 
duction. 


While it is true that the shift in the emphasis of 
olicy since about 1954 has been accompanied by a 
reduction in output of cotton and tobacco, output of 
‘other_crops, especially the grains, has continued to ex- 
and rapidly under the influence of rapidly rising 
yields. This is partly a normal secular development but 
it is also probable that the very process of acreage 
restrictions tends to defeat itself for some crops in so 
lfar as it merely concentrates output on the higher- 
yielding acreages. furthermore, as yields rise, the dis- 
iincentive effect of lower gross support prices is weak- 
vened.25 Whatever the precise causes, the fact remains 
bthat in spite of the acreage restrictions and reductions 
sin support prices over the past few years, surplus out- 
yput of some products is now as great as ever and 
government stocks of these surpluses are larger than 
»ever. It is expected that the value (cost) of CCC stocks 
will have risen to about $9 billion by mid-1959 as com- 
pared with less than $1 billion in 1952, in spite of a 
revival during the last few years of government export 
disposals, which are discussed further below. In the 
last few years, wheat stocks, for example, have been 
about equal to total United States annual output.?6 
The failure of recent attempts to overcome the dis- 
equilibrium between demand and supply has been 
explicitly recognized in the President’s declaration that 

“The price support and production control programme 
has not worked . . . The control programme doesn’t 
control”’.27 


The price support programme has thus led to devel- 
opments of two kinds in United States trade policies. 
First, the particular price support technique adopted 
necessitates import restrictions on the products con- 
cerned, as long as the world price of these products is 
below the United States support price, in order to pre- 
vent an abnormal inflow of imports. Secondly, the 
increased excess of output over domestic demand at 
prevailing prices has led to a change in the role of the 
United States in world exports of agricultural products. 


Import policy 


As regards imports, it must be recognized that some 
of the import restrictions have been imposed on prod- 
ucts which the United States would not normally 
import anyway unless the prices of imports were 
drastically reduced. These are the restrictions under 
Section 22 of the Agricultural Adjustment Act of 1933, 


25 Also, acreage allotments for wheat are now at the minimum 
permitted under existing legislation so that any further upward 
trend in yields can be expected to produce an upward trend in 
output. } 

26 The average ratio of carry-over stocks to annual production 
was 24 per cent in the nineteen thirties and 22 per cent over 
the period 1945 to 1952. 

27 Farm Message to Congress, 29 January 1959. 
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on cotton, wheat and wheat products, and rye. This 
particular piece of legislation was, in fact, explicitly 
designed to supplement the price support mechanism. 
But Section 22 restrictions are also applied to dairy 
products, peanuts and peanut oil, flax-seed and linseed 
oil, products where there is more likelihood that 
United States imports would increase if the restrictions 
were relaxed even if this were accompanied by a lower 
United States support price.28 


Furthermore, import restrictions of a different 
nature are imposed on sugar and wool, both of which 
are subject to price support; and there are extremely 
strict sanitary regulations which hinder imports of 
meat. Under the Sugar Act of 1948, the United States 
sugar market is basically allocated each year by quota 
among various domestic and foreign producers. 


The effect of these quotas is such that of the two 
predominant foreign suppliers, Philippines and Cuba, 
it is Cuba which furnishes residual supplies and which 
therefore bears the burden of fluctuations in United 
States requirements. There are also limitations on the 
proportion of imported sugar which may be in refined 
form. 


As regards wool, the United States is one of the few 


industrialized countries in the world having @ tariff on 
raw wool (excluding carpet wool, which is duty free), 


and the level of this tariff is also exceptionally high. 
In spite of the tariff and price support utput has 
been declining steadily for some years. The chief 


effects of these measures, therefore, have been simply 


to slow down the rate of decline of output, to keep 
wool prices_high te-consumers, and to encourage the 


use of substitute fibres. 


piss 

The sum total of these various impediments to im- 
ports is that the commodity coverage of United States 
import restrictions is substantial in terms of the share 
of these commodities in farmers’ cash receipts from 
the products concerned. While only about ten agri- 
cultural products are affected by import restrictions or 
significant tariffs, the cash receipts from these products 
amounted to about $7.5 billion in 1956, which was 
about one-quarter of the total cash receipts from United 
States agricultural production in that year. 


The extent to which imports from the under- 
developed areas of the world would increase in the 
absence of United States price support or import 
restrictions should not be exaggerated. The most im- 


28 Section 22 legislation specifically links the imposition of 
import quotas or tariffs to the operation of the price support 
legislation. Apart from the cotton quotas imposed in 1939, 
peace-time application of Section 22 restrictions began in 1953, 
and by 1958 were applied to all the products enumerated above. 
During the period from 1950 to mid-1953 various restrictions 
were also imposed under Section 104 of the Defense Production 
Act. For details of Section 22 controls since the inception of the 
Act, see United States Tariff Commission, Investigations under 
Section 22 of the Agricultural Adjustment Act, fourth edition 
(Washington, D.C., May 1958). 
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portant items from this point of view are probably 
sugar, wool, meat and dairy products. Total consump- 
tion of sugar continues to rise somewhat and imports 
come from under-developed countries such as Cuba, 
Mexico, Peru and the Philippines. The long-run 
demand prospects for wool would presumably be more 
favourable if tariffs were reduced and wool sold at more 
competitive prices. However, not all the benefit from 
a liberalization of United States wool imports would 
accrue to low-income suppliers (such as Argentina and 
Uruguay) as the bulk of United States imports of 
apparel wool continues to come from relatively high- 
income Commonwealth countries (Australia, New 
Zealand and the Union of South Africa). Meat imports 
might also increase under less stringent sanitary 
regulations. There probably is also scope for an in- 
crease in imports of dairy products, for although the 
import quotas fixed are higher than were imports of 
these products in the “representative period” selected 
as a basis for fixing the quotas (1948 to 1950 for 
cheese), the average imports of the products concerned 
(with the exception of “‘Italian-type”’ cheese and dried 
skim milk in some years) since the quotas were set 
have been more or less at the limit permitted. 


It must be recognized, however, that United States 
demand for food products in general is not markedly 
rising. For example, imports of the tropical foodstuffs 
and beverages, which are subject to hardly any restric- 
tions or tariffs, have not been increasing rapidly. For 
these products, it is the slow rate of growth of demand 
which is mainly responsible for the relative stagnation 
of imports. Thus, for agricultural products, while lower 
tariffs or more freedom for imports would give a 
valuable stimulus to export proceeds of some countries, 
after the initial effect there is no reason to believe that 
the long-run trend would be significantly affected. 


Export policy 


A major consequence of the developments in agri- 
cultural output and domestic United States demand 
has been the greatly increased role of the United States 
in world trade in agricultural products. In grains, for 
example, the only item exported on a significant scale 
relative to United States output during the period 1934 
to 1938 was rice (about 15 per cent of output) and for 
no other grain product was the exported proportion 
greater than 6 per cent.?? In the post-war years, how- 
ever, the export percentages have been around 30 per 
cent or more for wheat, between 10 and 20 per cent 
for other grains, and between 20 and 40 per cent for 
rice. While there have been some declines in the ex- 
ported proportions of cotton and tobacco, these are 
two products of which United States exports have 
traditionally been important in world markets and 
which have remained so. Hence the final outcome, as 


_%The exported percentages of production were, however, 
higher in preceding years, being about 16 per cent for wheat and 
barley over the period 1924 to 1933. 


seen in table 25, is that the United States is now an 
important exporter and competitor in world trade in 
a number of the major non-tropical agricultural 
products. a 


Table 25. United States Share in World 
Exports and Production of Selected 
Agricultural Products* 


(Annual averages 1934-1938 and 1955-1957) 


Percentage share in world Percentage share in world 


exports production 

Product Se ee 

Average Average Average Average 

1934-1938 1955-1957 1934-1938 1955-1957 
Wheat! 35-:.. 6.4 46.1 21.0 PAVE 
Barleyss2cara/4 12.0 28.7 12.5 bat 
Oatsac- cee: 5.9 29.3 31.0 Oeil 
(Maize eee 9.0 63.9 59.3 5oL 
RiGee nee seis 0.8 14.8 1.0 1.8 
Cotton eee 43.0 43.6 51.9 35.0 
Tobacco...... 41.0 37.6 BO o2.o 
Soya beans... 2.3 82.0 9.5 51.3 


Source: Food and Agriculture Organization of the United 
Nations, Yearbook of Food and Agricultural Statistics, Series Trade 
and Series Production, and Monthly Bulletin of Agricultural 
Economics and Statistics. 

* Excluding the exports and production of the centrally 


planned economies. 
> Production data relate to wheat only (whereas trade data 


include wheat flour). 


In the earlier post-war years, this expansion of 
United States exportable supplies was a boon to the 
rest of the world, where food production levels had 
been reduced by the war. And given the magnitude of 
the increase in the United States share in world output 
and exports of certain crops and the growth of United 
Siates surplus stocks, it is doubtful whether a moderate 
reduction in United States agricultural assistance 
would bring the United States share in world exports 
back to anything like its pre-war share. Nevertheless, 
since world trade prices of most of the products con- 
cerned have fallen below the United States support 
prices, United States agricultural exports have become 
increasingly dependent on government export pro- 
grammes. 


The most important government programme during 
the last few years has been the Public Law 480 dis- 
posals, particularly the sales for foreign currency 
under Title I of this law. Over the whole period from 
mid-1954 to the end of 1958, total Public Law 480 dis- 
posals amounted to about $8 billion (at cost value) and 
accounted for about one-quarter of total United States 
agricultural exports. All the major United States export 
commodities have been substantially affected by these 
disposals, namely, wheat, corn, rice, cotton, certain 
fats and oils, tobacco and certain dairy products.30 An 

8° In the fiscal year 1958, for example, Public Law 480 dis- 
posals, in quantitative terms, abonaitiael for 59 per cent of total 
wheat ex orts, 27 per cent of corn exports, 51 per cent of rice 
experts, 23 per cent of cotton exports and 53 per cent of exports 
of cotton-seed and soya bean oil. Cf. Message from the President 


of the United States Transmitting the Eighth Semi-annual Report 
on Activities Carried on under Public Law 480, tables III and IV. 
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adication of the degree of subsidy involved, quite 
part from the fact that sales for foreign currency may 
2present very little real cost to the recipient country, 
s the difference between the export value of the sales 
nd the cost to the CCC. For example, over the four- 
‘ear period from mid-1954 to mid-1958, Title I sales 
nder Public Law 480 were valued at $4 billion in 
erms of the cost to the CCC but at only $2.8 billion at 
xport market value.*! Total government export pro- 
rrammes for agricultural products have varied between 
1.2 and $1.9 billion per annum over the last three 
years (1956 to 1958) and have constituted, on the 
verage, about 37 per cent by value of total United 
‘tates agricultural exports (as compared with about 
‘0 per cent in the preceding three years) .32 


Exactly how far United States farm exports under 
sovernment programmes have displaced exports from 
»ompeting countries is, of course, impossible to assess. 
The legislation authorizing the relevant export pro- 
fammes invariably stipulates that such exports are to 
»©e made on normal commercial terms and should con- 
titute a net addition to the normal imports of the 
‘eceiving country. But these concepts are difficult to 
-valuate precisely, so that it may well have been im- 
eossible, in many cases, to ensure that United States 
zovernment exports were not displacing some exports 
‘Tom competing suppliers. 


The extent to which United States Government pro- 
2tammes to promote exports are “harmful” in any 
sense to the world economy depends on various 
factors. The chief of these is which countries are com- 
peting exporters and how far any loss of markets they 
might suffer is offset by any gain to the receiving 
countries from the special imports they obtain. The 
first point to notice in this connexion is that the com- 
peting exporters concerned are largely other relatively 
high-inconte—countries such as Australia, Canada, 
Denmark and New Zealand, though grain producers in 
Latin America and rice producers in Asia may also be 
affected by United States wheat exports. On the other 
hand, while it is mainly other high-income countries 
that compete with the United States special exports of 
grains, they are_countries which are much more 
economically dependent than the United States on such 
exports, and their own import capacity is therefore 
very sensitive to the prosperity of their primary product 
exporting industries. oe ae 

The products in which competition is likely to be 
felt chiefly by lower-income countries are cotton, 
certain oil-seeds, rice and tobacco. But the trends in 

31 Op. cit., page 2. Export proceeds from other CCC disposals 
are also Sanesyalh well below cost, particularly exports under the 
International Wheat Agreement. 

82In this context exports under “government” programmes 
exclude various exports of a quasi-commercial nature such as 
CCC credit sales, Export-Import Bank Loan sales and CCC sales 
at and below the domestic market price but outside specified 


overnment programmes. Such quasi-commercial sales are not, 
| aoe substantial relative to total exports. 


trade over the last few years do not suggest that the 
lower-income countries have, on the whole, been 
adversely affected by United States Government ex- 
ports of these products, though there are one or two 
exceptional cases. Rice stocks, for example, have been 
virtually liquidated during the past two years in coun- 
tries such as Burma, Italy and Thailand (as well as in 
the United States) as a result of improved economic 
conditions and rising population in the important rice 
deficit countries; and a similar absorption of surplus 
cotton stocks began to take place early in 1957, though 
in the past few months an increase in United States 
cotton exports might have had a greater effect either on 
cotton stocks overseas or on the prices that overseas 
producers will be obliged to accept in order to liquidate 
their stocks. Tobacco sales by countries other than the 
United States rose fairly steadily up to 1957 while 
United States tobacco exports were falling. The posi- 
tion as regards fats, oils and oil-seeds is particularly 
complicated, partly on account of the diversity of 
products in this group and the degree of government 
intervention in trade in these products. Nevertheless, 
it seems that the rapid expansion in United States ex- 
ports of these products has been largely filling the gap 
that would have emerged because of rapidly increasing 
demand in some countries (particularly western 
Europe and Japan) and low exportable surpluses in 
other countries. 3% 


Owing to these trends, there is, on the whole, less 
concern felt by the lower-income countries over the 
impact of United States Government exports than by 
the higher-income countries mentioned above which 
compete with United States exports of grains and dairy 
products. For these products there has not been an 
expansion of domestic demand in the producing 
countries sufficient to reduce exportable surpluses, as 
there has in the countries producing rice and fats 
and oils. 


As regards the benefit obtained by the recipients of 
United States special exports, these countries have, in 
general, been low-income countries and the shipments 
have usually been a form of economic aid or special 
relief. This does not mean that all Public Law 480 dis- 
posals constitute unqualified net improvements in the 
economic situation of the recipient countries. They 
have no doubt provided an effective device in most 
cases for supplying surplus foods to countries experi- 
encing shortages. But the United States administration 
has been aware of certain theoretical dangers such as 
the possibility that the abrupt ending of the supplies, 
if not anticipated, may provoke more dislocation than 
would otherwise have been the case; or that receipt of 
Public Law 480 supplies may tend to reduce other 


83 This applies particularly to China and India, the two leading 
pre-war exporters. In fact, the Indian Government has felt 
obliged to impose export st or embargoes on oil-seeds accord- 
ing to the extent to which the domestic market can be satisfied 


at low prices. 
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foreign aid, or that the local currency proceeds may be 
used by the United States Government in part for 
expenditures that would otherwise be paid in dollars.*4 
However, there does not seem to be a widespread im- 
pression in the receiving countries that such dangers 
have been of major significance in practice. 


Thus, as far as United States exports are concerned, 
the net impact of Unite gr licies on 
other countries seems to bear much more heavily on 
the higher-income countries, with certain possible 
exceptions such as wheat and cotton exports from some 
of the lower-income countries. Against this must be set 
the benefit accruing to many lower-income countries 
from special receipts of surplus United States products. 


COMBINED IMPACT ON TRADE OF UNDER- 
DEVELOPED COUNTRIES 


As has been pointed out above, an over-all reduction 
in agricultural support in western Europe or the United 
States would have a proportionately small impact on 
the trade of under-developed countries, though for 
individual under-developed countries the benefits 
might be very important. A large part of any increase 
in western Europe’s imports of cereals, for example, 
would probably be met by exports from the United 
States. It is necessary, therefore, in examining the 
impact of agricultural support in the main industrial- 
ized countries, to treat western Europe and the United 
States as a single unit by aggregating their production 
and net imports. 


A recent report has estimated that, taking the aggre- 
gate of a wide range of agricultural products, the com- 
bined net imports of the United States and western 


Europe amount to about 9.6 per cent of total domestic 


supplies.*> This means that a one per cent reduction in 
production relative to consumption would cause net 
imports to increase by over 9 per cent. For individual 
product groups the proportionate effects of changes in 
production on the combined net imports or exports of 
the United States and western Europe vary greatly. As 
can be seen in table 26, the greatest proportionate 
impact would be on cheese and bread grains, followed 
by comparable effects on coarse grains, meat, butter 
and tobacco. In terms of the dollar values in inter- 
national trade, however, some of these items, such as 
cheese and butter, would be of relatively small import- 
ance. And with the exception of tobacco they are all 
products mainly of the temperate zones, so that it is 
likely that an increase in net imports of these products 
would be partly met by greater exports from the higher- 
income primary producers in Canada or Australasia,3° 


34 See report by John H. Davis on a survey made by a working 
ek comprising himself and two members of the United States 

epartment of Agriculture Foreign Agricultural Service. on 
PL 480 operations (Washington, D.C., 5 August 1958) passim 

35 General Agreement on Tariffs and Trade, Trends in Inter. 
national Trade, A Report by a Panel of Experts, page 88. 


Table 26. Estimated Effect of One Per Cent 
Change in Production in Industrial 
Countries on Combined Net Imports* 


ac EE 


Percentage 
increase in net Absolute 
imports or increase in net 
Net imports reduction in net imports or 
or net exports (—) reduction in net 
exports (—) following exports (—) 
as percentage one per cent (millions of 
of total decrease in dollars) 
Product» supplies production 
Meat rece cone Bal 25.8 119 
Coarse grains..... Dok o1.2 107 
Bread grains..... 1.4 71.0 Da 
Cotton Assen eae aS: 1) DA 
Butter. crows ora: 3.8 24.7 18 
obacco weasels Boo 28.3 18 
(CHEESE Yetacitene ts eal 90.0 b2 
Sugar (raw value, 
centrifugal)... . 39.9 1.5 11 
Woollen 2. cnt (GEM 0.3 3) 
Ricectaw ase —15.2 —7.5 —5 
TOTAL, ABOVE 

PRODUCTS 9.6 9.4 5 


Source: United Nations Bureau of Economic Affairs. 


« Estimates relate to the average aggregate output and net im- 
ports of OEEC member countries and the United States during 
the period 1955 to 1957. The valuations in the last column are 
at average 1954-1956 prices. 

> In descending order of the absolute increase in net imports 
or reduction in net exports. 


This serves to strengthen the finding already reached 
above concerning western Europe alone to the effect 
that in order to improve the export prospects of under- 
developed countries any reduction in agricultural sup- 
port in the main industrialized countries would need 
to be on a very selective basis. For the industrialized 
countries taken together, it would have to be concen- 
trated on such products as sugar, rice, cotton and 
tobacco. It is true that, as can be seen from table 26, 
these are not the products net imports of which are 
particularly sensitive to small changes in production in 
the industrialized countries. On the other hand they 
do not, in aggregate, account for a substantial part of 
the value of total agricultural output. For example, a 
5 per cent reduction in aggregate output (or rise in 
consumption) of these four products in the industrial- 
ized countries would increase net imports by about 
$300 million, while the value of total agricultural out- 
put in these countries would decline by less than one 
per cent. When tropical products, such as non- 
alcoholic beverages, are also taken into account, the 
scope for increasing imports without significantly 
affecting domestic agricultural incomes is, of course, 
increased, 


36 It should be noted that for statistical reasons it has not been 
possible to include the various vegetable oils and seeds in this 
commodity breakdown, and it is likely that the relative benefit 
obtained by less developed countries from reduced protection of 
these Ee ae in the industrialized countries would be sub- 
stantial. 
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SUPPLY POLICY 


In the context of the present chapter, the most im- 
sortant policies affecting mineral production are those 
yursued in the United States. Western Europe’s out- 
out of minerals is significant for only a few products, 
30 that the incentive to protection for minerals has 
een much less than in the case of agriculture. Even 
those few industrial raw materials which are produced 
m significant quantities in some countries, such as 
coal, iron ore, lead, zinc, timber and wool, receive 
wnuch less protection, on the whole, than food produe- 
tion. For example, in the United Kingdom, which has 
the largest coal industry in Europe, duties are levied on 
gasoline but not on fuel oil which is competitive with 


oal. 


In general, therefore, industrial raw materials are 
subject to very little in the way of tariff or quantitative 
restrictions in western Europe, though there are vari- 
ous exceptions such as French restrictions on certain 
imports from outside the franc area. Trade patterns are 
not greatly affected by preference systems since, while 
such preferences may cover a large area, as is the case 
wwith United Kingdom preferences to Commonwealth 
suppliers, the tariff rates for other suppliers are 
generally very low. 


In the United States, on the other hand, minerals 
policies have had a much greater impact on world trade 
in these products. The situation of mineral production 
in the United States is very different from that of most 
agricultural products. Before the war, the United States 
was a net exporter of minerals and it has now become 
a large net importer. Mineral requirements as a whole 
have been rising much more rapidly than food require- 
ments, and are likely to continue to do so. At the same 
time there are much greater limitations on the eco- 
nomic expansion of United States mineral production 
than of agricultural production. This appears to have 
given rise to some concern in the United States over 
the availability and location of supplies for future 
growth and for emergency use in the event of hostili- 
ties. A further factor in the mineral situation is the 
large stake in overseas sources of production owned by 
United States enterprises. Finally, in terms of its con- 
tribution to national income or employment, the 
mineral industry is much less important than agri- 
culture. 7 


Before the war United States dependence on im- 
37 The share of in ction (including fuels) in the 
United States national income is about 1.7 per cent, as against 


about 4.5 percent for agriculture; and employment in ep 
: : 5 : L. 


is only about 17,000. 


Minerals policies 


ported minerals was limited to tin, nickel, and the 
platinum group of metals, but imports now provide 
about half of United States total supplies of lead and 
zinc and about a quarter of United States supplies of 
copper, as well as substantial proportions of United 
States supplies of other products, including even petro- 
leum (about 15 per cent of total supplies). The United 
States is now one of the world’s largest single importers 
of industrial raw materials, imports of which, in 1956, 


amounted to over $5 billion.38 


Measures to expand supplies for the purposes of 
meeting long-term requirements or sudden emergencies 
have been a central United States policy since the war. 
This policy has included encouragement to the expan- 
sion of the mineral export potential of overseas supply- 
ing countries; and not until recent years did the emer- 
gence of depressed conditions in certain sectors of the 
United States mineral and fuel industries lead to some 
move towards protection. 


The measures taken to ensure the adequacy of 
United States supplies of minerals have taken two main 
forms. First there have been measures designed to raise 
the profitability of mineral production without directly 
acting on prices. The most important of these are the 


taxation concessions to mineral producers, as a result 
of which effective tax rates are about half or less of 


what they are in other enterprises.?9 The second main 


instrument of United States minerals policy has been 


stocks of selected materials considered to be of strategic 
value and the supplies of which from overseas might 
be endangered in war-time.‘ A notable feature of the 
programme is that the strategic interest has been inter- 
preted as including a concern for the prosperity of the 
domestic United States minerals industry. Thus, while 
the enabling legislation was ostensibly concerned only 
with providing an adequate stockpile, it included the 
requirement that stockpile purchases should be made 
in accordance with the provisions of the Buy American 


38 Standard International Trade Classification, sections 2, 3, 
and 682 to 689. 

39 Taxation concessions for some mineral producers date back 
to 1926, but it was at the time of the Korean hostilities that 
taxation privileges were extended to the production of all metals 
and numerous non-metallic minerals (in the 1951 Revenue Act). 
The privileges given consist principally of permission to charge 
as current costs various expenses of aber and develop- 
ment, and “‘percentage depletion”, which allows specified per- 
centages of gross income (with a limit of 50 per cent of net 
income) from mineral production to be deducted from taxable 
income. 

40 The stockpile programme een! originated in June 1939, 
when Congress appropriated $100 million for the stockpiling of 
certain critical and strategic commodities, chiefly rubber, iron 
ore, copper, nickel, lead and zinc, During the war other products 
were Ab to the stockpile list, and by the end of the war the 
United States stockpile was worth about $500 million. The main 
authority for post-war stockpile activities has been the 1946 
Strategic and Critical Materials Stockpiling Act, though there 
has been supplementary legislation in later years. 
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Act.4! Moreover, until 1949 government purchases of 
foreign materials for the stockpile were not exempted 
from import duties. 


The Korean outbreak gave a big stimulus to the 
stockpile programme. Rapidly expanded stockpile pur- 
chases were authorized and new long-term contracts 
were given to domestic producers in order to promote 
expansion of output. But even during this period the 
interests of industrial consumers had to be considered 
and there was some diversion of stockpile supplies to 
industry. 


However, following the post-Korean collapse in pri- 
mary product prices, certain United States mineral 
industries have been experiencing depressed condi- 
tions, accentuated by their relatively high costs of 
production and, for certain non-ferrous metals, a slow 
growth of demand. This has led to a much greater 
emphasis in policy on providing relief to these sectors. 
The main remedy adopted at first, in spite of the Tariff 
Commission’s proposal, in 1954, to reduce imports of 
lead and zinc, was to allow the stockpile programme to 
be used as a means of maintaining demand for the 
products concerned. In 1954, in announcing a new 
programme of “long-term”? mineral stockpile objec- 
tives, the President stated that ‘‘Acquisition of metals 
and minerals . . . will take place ordinarily at such 
times as the Government decides that purchases will 
help to reactivate production capacity and in other 
ways to alleviate distressed conditions in connexion 
with domestic mineral industries that are an important 
element of the nation’s mobilization base.’’ 4? 


This programme was particularly important for the 
lead and zinc industry, where capacity had been ex- 
panded following the Government’s long-term con- 
tracts made in 1951 at the high prevailing prices, and 
where civilian consumption failed to expand ade- 
quately. In August 1954, the President proposed the 
purchase, for the stockpile, of 200,000 tons of domestic 
lead and 300,000 tons of zinc, as a means of aiding the 
industry. This had the desired effect, and for about 
another two years world prices of these products and 
United States production were largely dependent on 
the stockpiling programme. 


Thus, in 1954 an important shift in emphasis was 


given to the stockpile programme. Not onty-was-it to 


be accelerated but purchases wereto—be—exphicitly 
linked to the alleviation of depressed conditions in 
some sectors. The linking of stockpile acquisitions to 
the disposal of agricultural surpluses was another 


41 This Act, which dates back to March 1933, requires that in 
general goods purchased for public use should be of American 
origin, unless such goods cannot be supplied from United States 
ae at “‘reasonable”’ cost. 

is statement, contained in a White House press release, 
26 March 1954, is quoted in the Report of Senate Gossreteies on 
Interior and Insular Affairs, Aobeeshiilesy of Strategic and Critical 
Materials to the United States in Time of War and For Our Expand- 
ing Economy, 83rd Congress, Second Session (Washington, D.C. 
1954), pages 27 to 28. an 
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development in 1954, under Public Law 480, which 
amongst other things authorized the CCC to barter 
surplus agricultural products for foreign strategic mate- 
rials4* to be placed in a supplemental stockpile. For 
about two years such barter transactions were of con- 
siderable importance, but the programme was curtailed 
in 1957 when it became apparent that barter transac- 
tions might simply be replacing cash sales of farm 
surpluses at better prices.‘ However, the barter author- 
ity was retained in 1957 when the 1954 Act was ex- 
tended, a further $1.3 billion was authorized in con- 
nexion with surplus disposals, and the definition of 
“friendly” nations eligible for participation in such 
disposals was broadened to include Poland and other 
eastern European countries. 


IwporT POLICY 


The limitation on stockpile purchases as a means of 
indefinitely alleviating depressed conditions in certain 
sectors was apparent to United States producers at an 
early stage and their misgivings were soon to be justified 
at the end of 1956, when the United Kingdom, fol- 
lowed by the United States early in 1957, ceased pur- 
chases of lead and zinc for stockpiling. Relatively 
depressed conditions have also appeared in the last two 
or three years in United States copper mining, and 
excess capacity has long been a problem in the petro- 
leum industry on account of the availability of cheaper 
oil supplies overseas. Consequently there has been 
pressure to aid these sectors by means of import 
restrictions. 


For lead and zine, the President preferred, in 1954, 
to employ extra stockpile purchases rather than to 
impose higher tariffs.45 But since by 1958 the stock- 


43 Such authorization had already been contained in Public 
Law 85 of the 8lst Congress (June 1949), but the Public Law 
480 of 1954 enlarged the original authorization, especially by 
enabling foreign currencies obtained from sales of agricultural 
surpluses to be used to purchase strategic materials. For lead 
and zine the quantities acquired by barter were substantial. In 
the two years 1956 and 1957, the CCC contracted for acquisition 
of 131,000 tons of lead and 257,000 tons of zinc. Cf. United 
States Tariff Commission, Lead and Zinc, April 1958, table 9. 

44 At the end of April 1957, the barter programme was sus- 
pended to permit the United States Department of Agriculture to 
study safeguards against the substitution of barter transactions 
for dollar sales without a net gain in total exports of agricultural 
surpluses. In the following month, barter was once again author- 
ized as long as the transaction would mean a net increase in 
United States exports of the agricultural commodity involved. 
This condition required the importers to provide ‘‘certificates of 
additionality’’. In November 1958 this requirement was dropped 
and the burden of responsibility was placed on the United States 
Secretary of Agriculture. See also, United Nations, Commodity 
Survey, 1958 (sales number: 59.II.D.1), page 28. 

45 In rejecting the Tariff Commission proposals in 1954, the 
President stated that the difficulties of the lead and zinc industry 
were not due to imports but to ‘“‘war-stimulated levels of prices 
and production” and that “since the benefits to be derived from 
the increase of the tariff on lead and zinc are so uncertain, I am 
not prepared to seek them at the expense of the serious adverse 
consequences that would follow for our international relations’’, 
(Letter to Chairman of Senate Finance Committee, White House 
Press Release, 20 August 1954.) It should be noted, however, 
that in 1957 the Administration proposed a sliding-scale “‘{mport- 
excise tax”’ on lead and zinc. The proposal was not accepted 
by Congress. 
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| piling programme was no longer maintaining employ- 
; ment in these industries, the President acted by estab- 
\ lishing import quotas on these two metals, restricting 
imports to 80 per cent of average imports in the period 


1953 to 1957.46 


For copper, the emergence of quasi-depressed condi- 
tions came later than for lead and zinc. However, the 
only additional protection obtained was that, on 30 
June 1958, the earlier suspension of the import tax on 
copper (1.7 cents per pound) was allowed to expire 
automatically. 


The relative difficulty experienced by the lead, zinc 
and copper industries in attempting to obtain protec- 
tion by means of import restrictions of one kind or 
another, as also the experience of the petroleum indus- 
try, is probably due in part to the important United 
States interests in overseas production or in the 
domestic processing of imported ores and crude petro- 
leum. This is reflected in greater reluctance to restrict 
imports or to keep up prices than is the case for 
agricultural products. For example, in the 1954 Tariff 
Commission report on the lead and zinc industries, one 
of the dissenting Commissioners opposed the increase 
in duties on the grounds that they would harm domestic 
smelting and refining industries as well as United States 
investors in overseas mining. 


As regards oil, the “Big Five’ United States petro- 
leum producers have a very large stake in overseas 
output, and the bulk of United States oil imports are 
obtained from these overseas holdings of United States 
companies. Apart from these and other very large inte- 
grated oil companies in the United States, the oil 
industry includes many small independent producers 
who together supply about 40 per cent of total United 
States output, but who, as a rule, have no overseas 
holdings. Thus United States oil policy has been subject 
to conflicting pressures, partly reflecting the conflict 
of interests faced by the larger companies themselves. 
During the post-war years, as the major companies have 
permitted imports to rise to significant proportions, 
increasing attention has been paid to the question of 
their limitation, in view of the competitive strength of 
cheaper foreign supplies (in spite of the fact that United 
States oil production, like other mineral industries, 
benefits from various tax concessions). The pressure 


for import restrictions led to the attempt in 1955 to 
amend the Trade Agreements Extension Act in such a 
manner as to limit imports to 10 per cent of domestic 
consumption (as compared with the then prevailing 
ratio of about 15 per cent). The Administration suc- 
ceeded in obtaining instead an amendment giving the 
President discretionary authority to adjust imports 
when they “impair the national security’.47 In the 
same year (1955), the President’s Advisory Committee 
on Energy Supplies and Resources Policy recom- 
mended that imports should, as a rule, not exceed 10 
per cent of requirements, but the Committee preferred 
voluntary restrictions to any government interven- 
tion.48 The debate over voluntary versus compulsory 
restrictions has continued in the last few years and on 
10 March 1959, a statement by the President announced 
that compulsory quotas would be introduced on the 
grounds of national security. This justification for the 
restriction has been strongly questioned, particularly 
by Canada, where it is maintained that “there can be 
no justification on security . . . grounds for the applica- 
tion of such controls to Canadian oil’’.49 The move 
towards restriction on oil imports is especially signifi- 
cant when it is borne in mind that the Government has 
for some time pursued a policy designed to aid United 
States companies to extend their overseas production, 
as has been the case for other minerals. 


In general, therefore, it appears that so far as the 
longer-run aspects of mineral policies in industrialized 
countries are concerned, the most important policies 
are those prevailing in the United States where produc- 
tion in certain domestic mineral sectors has appeared 
to be threatened by imports. This has given rise to 
some import restrictions. No inconsistency is seen 
between these restrictions and the stated concern over 
long-run supply prospects since it is contended that the 
maintenance of domestic output must be given priority. 
However, conflicting interests in the matter of mineral 
imports and prices in the United States and the rela- 
tively small domestic mineral production in western 
Europe have resulted in less protectionism in minerals 
than is the case for agricultural products. A major 
problem for minerals, however, is the greater instability 
of demand. Hence the attitude of industrialized coun- 
tries to short-term price stability is also of importance, 
and the following section comprises a brief review of 
this aspect of their policies. 


Short-term stability 


As noted previously, instability of world prices of 
primary products does not present problems for indus- 


46 White House Press Release, 22 September 1958. The quotas 
were to become effective as from 1 October. In April 1958, the 
Tariff Commission had repeated its findings that the domestic 
lead and zinc industry was being damaged by imports, and 
although all members of the Commission agreed that duties 
should be raised, they disagreed on the amount of duty and on 
whether import quotas should also be imposed. See United States 


trial countries of the same order of magnitude as for 
under-developed countries. Such concern as there has 


Tariff Commission, Lead and Zinc, April 1958, pages 2 to 3. 

47 Section 7 of the 1955 Trade Agreements Extension Act. 

48 Report on Energy Supplies and Resources Policy, 1955. 

49 Speech by Mr. Sidney Smith, late Canadian Secretary of 
State for External Affairs, on 16 March 1959. Cf. Department of 
External Affairs, Information Division, Canadian Weekly Bulletin 


(Ottawa), 25 March 1959, page 4. 
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been with this problem has focused principally on the 
adverse effects of commodity price increases on general 
price stability and, in western Europe, on the balance 
of payments. At the same time a few European coun- 
tries, and above all the United Kingdom, have close 
ties with overseas producers of primary products and 
are therefore aware of the impact on such countries of 
drastic declines in the prices of the products they sell. 


During the earlier post-war years a considerable 
volume of trade was covered by bilateral agreements, 
often of a fairly long-term nature. Particularly impor- 
tant were those concluded by the United Kingdom with 
many overseas suppliers, both Commonwealth and 
other, for a wide range of food products. These agree- 
ments provided the United Kingdom with guaranteed 
supplies and insurance against market price increases, 
and also constituted a long-term guarantee for the 
overseas producers. From about 1952, however, most 
of these contracts were allowed to lapse (see chapter 3 


below). 


No such preoccupation with the stability of com- 
modity prices emerged in the United States until the 
Korean outbreak in 1950. As a reaction to the general 
materials shortage in 1951-1953, the United States 
co-operated with other major consuming countries in 
the International Materials Conference, the chief func- 
tion of which was to organize a voluntary allocation of 
supplies to minimize shortages in any one country and 
to restrain the upward pressure on prices. Intervention 
of this type has, however, been limited to the preven- 
tion of sharp upward fluctuations, when it has been 
beneficial to consumers in the United States and 
western Europe. The same applies to more specific 
interventions, such as the western European long-term 
contracts mentioned above, and the various price con- 
trols and stockpile releases by the United States Gov- 
ernment in 1951-1953 and 1954-1955, or the rapidly 
organized co-operative measures adopted in western 
Europe at the time of the Suez crisis to prevent a 
threatened supply shortage in various countries. 


Some commodity policies in the industrialized coun- 
tries, while not specifically related to price stabilization, 
may, however, have had an effect on the stability of 
prices of certain products in world trade. This applies 
chiefly to policies in the United States, where domestic 
primary production is more important than in western 
Europe. In some cases, the manner in which United 
States surpluses have been handled has perhaps been 
a stabilizing influence, particularly for cotton in recent 
years, where fluctuations in the world supply/demand 
balance have sometimes tended to result partly in 
corresponding fluctuations in United States cotton 
stocks rather than being entirely reflected in price 
fluctuations. From the short-term point of view, the 
same applies to wheat where, like Canada, the United 
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States has preferred to hold vast stocks rather than 
allow prices to fall to the minimum specified under the 
International Wheat Agreement, of which the United 


States is a member. 


In other cases, policies may have had an indirect 
destabilizing effect. For example the maintenance of 
artificially high levels of domestic production of many 
products in the United States and western Europe, by 
reducing the share of imports in total supplies, tends 
to increase the degree of fluctuation in imports corre- 
sponding to any given change in domestic require- 
ments. A more specific impact on stability has been 
that of the stockpile programme. While in some cases 
stockpiling activities have prevented price increases, as 
noted above, at other times they have accentuated 
them, as occurred particularly in 1950-1951. Moreover 
the increase in mining capacity in the United States 
and overseas which accompanied the stockpile pro- 
gramme has probably intensified the danger of sharp 
price declines following the gradual termination of 
stockpile purchases. *° 


But while their own policies appear, in some in- 
stances, to have had an effect on price stability, an 
equally important feature of the role of the indus- 
trialized countries in this sphere has probably been 
what they have refrained from doing rather than what 
they have done. Since the period of rising commodity 
prices has come to an end, the industrialized countries 
have been reluctant, on the whole, to enter into formal 
stabilization schemes. This is no doubt due basically 
to the fact that, being net importers of primary prod- 
ucts, the industrialized countries are reluctant to enter 
into arrangements which might lead to a higher average 
price level over a period of years than might otherwise 
be the case. It is also said that international commodity 
agreements are disliked by the industrial countries 
because they may involve considerable government 
intervention in trade; but there is already extensive 
government intervention in agricultural production 
and trade both in western Europe and in the United 
States. Whatever the precise causes, the general ten- 
dency in industrialized countries is to express a prefer- 
ence for other remedies to the problem of price 
stability, such as stabilization of the economies of the 
industrialized countries themselves, and aid in the 
diversification of the economies of the primary produc- 
Ing countries. ®! 


50 See United Nations, Commodity Survey, 1958, pages 26 to 
31. It should be noted that by mid-1958 the strategic stockpile 
was more than 80 per cent complete. Of the seventy-five materials 
stockpiled, basic objectives had been achieved or exceeded for 
sixty-three, including copper, lead and zinc (see Office of Civil 
and Defense Mobilization, Stockpile Report to the Congress 
January—June 1958, page 5). ; 


51 See, for example, Commission on Foreign Economic Policy, 


Report to the President (Washington, 1954), pages 35 and 36. 
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Policies of primary producing countries 


Thus far the nature of policies pursued in the indus- 
trial countries has been examined and an attempt has 
been made to indicate the extent to which a lessening 
of protection in these countries might be expected to 
yield direct benefits to the primary producing countries. 
Even on the most favourable assumptions, however, it 
cannot be expected that changes in the commodity 
policies pursued by the industrial countries could 
basically affect the fundamental commodity problem 
facing the primary producing countries, as set forth in 
chapter 1 and recapitulated at the beginning of the 
present chapter. The first task of the following discus- 
sion will be to examine the policy responses of govern- 
ments in primary producing countries to the long-term 
aspect of the commodity problem; and an attempt will 
then be made to ascertain how far governments have 
been able, or have attempted, to devise policy measures 
to deal with the problem of short-term instability in 
primary commodity markets. 


POLICIES TO DEAL WITH THE LONG-TERM 
COMMODITY PROBLEM 


Although the problems confronting governments in 
primary producing countries as a result of the low rate 
of growth of world demand for primary products are, 
with few exceptions, essentially similar everywhere, the 
context in which these problems arise and the policy 
measures which they therefore evoke differ widely. In 
particular, crucial differences in the historical back- 
ground of countries in Africa, Asia and Latin America 
have largely conditioned the pattern of their responses 
to long-term trends in world commodity markets. 


Latin America has a longer and more widespread 
experience of independence than the other two conti- 
nents, and its industrial development has, on the whole, 
reached a somewhat higher stage. From the close of the 
nineteenth century up to the nineteen twenties there 
was a rapid development in Latin America of primary 
commodity production designed to meet the needs of 
the industrialized countries of Europe and North 


America. 


The depression of the nineteen thirties brought this 
period of rapid development of Latin American primary 
resources to an end. The impact on the Latin American 
export economies of the decline in the volume of inter- 
national trade and the sharp fall in the prices of primary 
commodities was very severe. The fact that the per 
capita value of exports from Latin American countries 
had, by the end of the nineteen twenties, reached a 
level at least three times as high as for the major Asian 
countries, rendered the former region more acutely 
conscious than the latter of the decline which followed. 
The attention of governments was inevitably directed 
to the disadvantages of unbalanced specialization in pri- 


mary products; and efforts were made not only to 
alleviate existing conditions by such means as the 
restriction of export supplies or the introduction of 
multiple exchange rate systems, but also to transform 
the whole economic structure by encouraging the 
growth of manufacturing industry. After the depressed 
decade of the nineteen thirties there followed the years 
of war when customary supplies of manufactures from 
the industrial countries were seriously curtailed. This 
had its advantages for Latin America, however, inas- 
much as the infant industries which had sprung up 
during the nineteen twenties, and especially the nine- 
teen thirties, received an immense stimulus to further 
expansion. 


Latin America thus entered the post-war period with 
a ede ReINENGoicial bate ale aady Daeg coset 
the view prevailed widely that Latin American coun- 
tries “no longer have an alternative between vigorous 
growth along those lines [increasing exports] and in- 
ternal expansion through industrialization. Industriali- 
zation has become the most important means of expan- 
sion.”5? Under these conditions it was clear that many 
Latin American Governments would be likely to shape 
their policies in the economic field, including policies 
affecting the export sector, in accordance with the 
apparent requirements of a programme of rapid in- 
dustrialization. 


Quite different was the background of policy in Asia. 
On the whole, the experience of many of the Asian 
countries as independent States has been too brief, and 
special factors have been too intrusive, to make it 
possible for coherent policies in the commodity field to 
be clearly articulated thus far. The depression of the 
nineteen thirties, which played so important a role in 
the development of policy in Latin America, had much 
less influence on subsequent events in Asia. This was 
partly because of the smaller magnitude of inter- 
national trade in the Asian economies—reflected, as 
mentioned previously, in a relatively low per capita 
value of exports. But there was also the simple fact 
that many of the post-war Governments in Asia did not 
themselves have to grapple with the economic prob- 
lems of the nineteen thirties, when the determination 
of over-all economic policies was within the province 
of the metropolitan powers. Of more immediate rele- 
vance for post-war Asian Governments was the destruc- 


tion of productive capacity during the war and the 


conflicts which_in certain instances accompanied the 
transition to independence after the war. Under these 
conditions, much of the post-war period was occupied 
with efforts to overcome supply difficulties in the face 
of a buoyant international demand for primary prod- 
ucts. Added to this was the pressure of population upon 


52 United Nations, The Economic Development of Latin America 


and its Principal Problems (sales number: 1950.11.G.2), page 6. 
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food supplies which appeared in much more acute form 
in Asia than in Latin America. Consequently it was not 
until 1952 or 1953, when export markets of Asian 
primary producers underwent a sharp deterioration, 
and a number of countries embarked upon an expan- 
sion of investment expenditures, calling for relatively 
high imports, that Asian countries really began to en- 
counter what has been defined above as “the com- 


of Asian countries have been, or are likely to be, at 
any rate as far as the export sector is concerned. 


Most of Africa is best regarded as belonging to yet a 
third group of countries from the point of view of 
experience of and attitudes towards the commodity 
problem. Apart from the fact that the stage of economic 
development thus far reached in the greater part of 
Africa is appreciably lower than in Asia, and still lower 
than in Latin America, relatively few of the countries 
acquired the responsibility for formulating an economic 
policy of their own on a national scale until very 
recently. Moreover, the very fact that levels of eco- 
nomic development are so low means that the policy 
choices open to African Governments are often much 
more restricted in scope than they are in some of the 
countries in Latin America, or even Asia, where 
significant industrial capacity already exists and the 
foundations for further industrial expansion can be 
more readily laid down. 


Export policy 


The differences in circumstances affecting the various 
primary producing countries, indicated above, find 
their main expression in the evolution of policies 
towards the export sector. Broadly speaking, it may be 
said that while African and, to a considerable extent, 
Asian Governments have attached relatively high 
priority to the expansion of exports, policy in this field 
has been rather less active in Latin America. It will, 
however, be important to bear in mind in the course 
of the following discussion that there were many in- 
fluences other than government policy affecting the 
course taken by the exports of primary producing 
countries since the war. Of particular significance in 
the expansion of primary production and exports above 
the pre-war volume was the recovery of prices from the 
low levels to which they had sunk during the nineteen 
thirties, especially in the case of commodities which, 
at least during the early part of the post-war period, 
were in short supply—such as jute, rice, and fats 
and oils. 


Latin America 


As noted above, the key to post-war governmental 
economic policy in Latin America was the desire for 
industrialization. It is true that not all countries 


adopted a vigorous industrialization policy. The Cen- 
tral American countries, for example, were tco small 
and insufficiently advanced economically to make such 
a programme feasible. Cuba, with a relatively high in- 
come level and with an export sector as highly devel- 
oped as perhaps any in Latin America, was also an 
exception. However, nearly all of the major countries 
in the area followed a policy line in which industrializa- 
tion held the prime, or at least a very important, 
position. 


It was not generally intended that industry should 
displace activity in the agricultural or mining sectors 
but simply that it should grow at a faster rate. Never- 
theless the experience of the nineteen thirties en- 
couraged a widespread belief that the scope for expan- 
sion of exports was generally limited; and since the 
export sector was in any case the most highly developed 
part of the economy, it was felt that it could be left to 
look after itself, or even supply resources, through 
special taxation, for use in other sectors. 


Instances in which an active policy of promoting 
expansion of the established export sector was con- 
sistently followed are the exception in Latin America. 
This helps to explain the fact that while, as shown in 
table 27 the total volume of exports from the primary 
producing countries rose by 37 per cent from 1948 to 
1955 (29 per cent excluding petroleum), exports from 
Latin America increased less than 15 per cent, and show 
an almost complete stagnation if petroleum is excluded 
from the total; during the same period industrial pro- 
duction in the area expanded by one-third. Tt should 
not be assumed that this contrast was due entirely to 
policies pursued in Latin America. In the first place 
the natural Latin American market in the United States 
grew much more slowly than the markets of Asian and 
African countries in Europe during this period. It is 
noteworthy, for example, that the volume of agricul- 
tural imports by the United States was actually lower 
in 1955 than in 1948; and while imports of minerals 
did increase, the chief expansion was in petroleam— 
the volume of imports of copper rose only modestly 
and of tin ore declined sharply.5s At the same time, 
part of the increase in exports from other primary 
producing areas between these years was no more than 
a reflection of continued recovery from war devastation. 


It is true that Latin American countries might have 
sought a larger share of the European market than they 
in fact obtained. This, however, involved the displace- 
ment of traditional European sources of supply, which 
presented great difficulties especially where supplies 
were obtained from dependent territories or under 
preferential agreements. In any case, many countries 
were precluded from expanding their trade with Europe 
unless they were prepared to accept the currency 


53 The rise in imports of tin metal could not benefit Bolivia, 
whose exports consist almost entirely of the ore. 
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Table 27. World Exports 
(Quantum indices, 1953 = 100) 
Item 1937 1948 1950 1951 1952 1954 1955 1956 1957 
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‘a rimary producing countries 
OS Ree ee er 85 75 92 95 94, 104 113 118 123 
Excluding petroleum............. 96 78 93 95 95 103 110 116 I22 
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Source: Statistical Office of the United Nations. 
* Excluding trade of Albania, Bulgaria, China (mainland), 
947), Poland, Romania, and the Soviet Union. 


-estrictions thereby involyed—which for some of them 
would have meant the abandonment of convertibility. 


Up to 1951 Latin America did not have to rely on a 
zrowth in export volume, since higher foreign exchange 
earnings were insured by increases in export prices. 
But thereafter it was no longer possible to rely on 
mproving terms of trade; and many countries had long 
since dissipated the large foreign exchange reserves 
chey had held at the end of the war. In these circum- 
stances Governments began to reconsider their policies 
-owards the export sector and one by one took steps to 
srovide greater export incentives. 


Naturally there are exceptions to the general picture 
thus indicated. A substantial growth of the export sec- 
tor occurred in Peru and Venezuela, though in neither 
case did the Government take specific measures to 
oromote exports; main reliance was upon liberal trade 
and exchange policies. In some of the smaller countries, 
however, Governments did contribute to the expansion 
of exports by providing various facilities or incentives; 
and in the case of Mexico government policy was of 
primary importance in the doubling of agricultural pro- 
duction since the war and in the great advances secured 
in exports of coffee and cotton—chiefly through land 
reform, the promotion of public and private investment 
in agriculture, and the maintenance of favourable 
prices in the export sector by means of successive 
devaluations. 


Nevertheless, the impression made on Latin America 
by the limitation of export markets is strikingly re- 
flected in the fact that, with the single exception of 


Venezuela, there is uo instance during the post-war 
period in which a Latin American country 8 policy wos 
aimed at achieving a substantial increase in the export 
of a commodity if a large part of the total trade in that 
commodity already originated in that country. Mexico 
is one of the leading suppliers of minerals, and official 
policy, at least until the last two or three years, appears 


Czechoslovakia, Eastern Germany, Hungary, North Korea (beginning 


to have discouraged new investment in this field, and 
to have been an important factor in the stagnation of 
mining production. It was primarily cotton which was 
promoted, and this was an almost entirely new export. 
Peru was only a marginal supplier of all its main export 
products when the policy to promote exports was 
undertaken; the substantial growth of banana exports 
in Ecuador began from a very small base, and the 
Central American countries remain marginal suppliers 
of most of the leading commodities which they export. 
In the latter group of countries there has been some 
shift in the export sector, with cotton having grown 
substantially in relative importance; the one crop in 
which the region formerly held dominance, bananas, 
has declined in most countries, only Panama having 
achieved a substantial increase. 


The principal exports of Latin America a decade ago— 
coffee from Brazil and Colombia, sugar from Cuba, 
grains and meat from Argentina, copper from Chile, tin 
from Bolivia, metals from Mexico—were in no case the 
object of an active policy designed to stimulate a rapid 
growth in production, While the lack of expansion in 
the principal market for Latin American exports was 
undoubtedly an important factor in this connexion, this 
cannot fully explain instances in which Governments 
appear to have actually hindered the growth of exports. 
During much of the post-war period, the prices paid to 
producers for their crops by the Government purchas- 
ing agency in Argentina: were held down to a level at 
which production declined; while at the same time ex- 
portable supplies of meat were being reduced as a result 
of subsidies to domestic consumption. Tax policy in 
Chile, as well as restrictions on the operations of the 
major copper producers, seem to have contributed to 
the decline in the volume of copper output and exports 


up to 1955. 


On the whole, post-war governmental promotion of 
exports in Latin America has occurred mainly during 
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the early stage of development of an export product, 
before its position has been firmly established, and 
again where particular exports have stagnated or de- 
clined, so that the country’s exchange position has been 
threatened. For example, when agricultural production 
declined in Argentina and the balance of payments posi- 
tion became critical at the end of the nineteen forties, 
official concern became evident and several price con- 
cessions were granted to producers during the early 
nineteen fifties in an unsuccessful effort to remedy the 
situation. Again, in Chile, considerable attention was 
given to keeping the nitrate industry alive and the in- 
dustry was granted numerous concessions; and after 
Chile’s share of the world copper market had steadily 
declined for a number of years, a complete revision of 
the system of taxation was introduced in an effort to 
encourage an expansion of production in the industry. 
Where, however, the export sector was robust, there 
was generally little effort to achieve further advances, 
and much more attention was given to measures of 
control or taxation. Smear 


It should be observed that in so far as countries en- 
courage the output and exports of primary products in 
which their share of the world market is small, instead 
of promoting traditional exports, the extent of any ulti- 
mate gain is subject to some doubt. Such a policy would, 
of course, imply some diversification of exports and— 
to this extent—a reduction in the vulnerability of coun- 
tries to declines in particular commodity prices. It is 
also possible for individual countries to achieve a larger 
share of the total world market for primary products 
by this means. It will, however, be obvious that the 
primary producing countries as a whole cannot escape 
the consequences of the slow growth in aggregate de- 
mand for their exports by promoting the marginal ex- 
ports of each and every country. A stage is inevitably 
reached at which such efforts can only be mutually 
frustrating—either because increases in marginal ex- 
ports are offset by declines in traditional exports, or 
because the consequential rise in the total volume of 
world exports of each primary product, by depressing 
prices, fails to yield any gain in export proceeds. 


Asia 


Asian countries did not generally come up against 
the problem of limitations on the size of their export 
markets as early as did the Latin American countries 
because their agriculture had been very badly _hit by 
the,war, and the more important problem was therefore 
the restoration of productive capacity. Additional diffi- 
culties on the supply side were caused by protracted 
civil strife or unrest. In such countries as Burma, Indo- 


nesia and the Philippines the task of rehabilitating agri- 


cultural land and reconstructing processing plants-eon- 
tinued well into the early nineteen fifties; even so, pro- 
duction has not yet recovered fully to the pre-war level 
in the first of these countries. Moreover, most of the 
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major trading countries in the region had achieved 
political independence by 1950, and the new régimes 
took their stand on broadly based economic welfare 
objectives, which again implied strong support for the 
agricultural sector. The measures introduced by Gov- 
ernments to this end involved the channeling of sub- 
stantial public funds to rebuild and expand primary 
productive capacity both for domestic use and for 
export. 


At the same time, in petroleum, rice and rubber, Asia 
has three commodities in which the prospects for ex- 
pansion remain relatively good. This is either because 
industrial demand continues to grow fairly rapidly, as 
in the case of petroleum and rubber, or because of the 
possibility of replacing other food staples in Asian con- 
sumption, as in the case of rice. Consequently the feel- 
ing that under-developed countries have come to the 
end of the road as far as any future development based 
on primary production is concerned has been a little 
less characteristic of Asia than of Latin America. 


As far as petroleum is concerned, however, the Gov- 
ernments of most of the producing countries in the 
Middle East and Indonesia have, as in Venezuela, been 
relatively passive, beyond guaranteeing the conditions 
under which the foreign oil companies were prepared 
to operate. The differences between Iran and other 
countries resulting from the Iranian nationalization of 
petroleum resources, while important from some points 
of view, are not significant as regards control over the 
level of output or over the volume and prices of exports. 


The two major rice exporting countries, Burma and 
Thailand, have almost consistently encouraged the 
production and export of this staple throughout the 
post-war period. Likewise the rubber replanting scheme 
in Malaya represents a policy designed to gain for that 
country an increasing share of world demand for natu- 
ral rubber and at the same time provide a margin of 
advantage over the synthetic product in that part of the 
market where natural and synthetic rubber compete 
solely on the basis of price. Indonesia, now the major 
exporter of natural rubber, as well as the smaller pro- 
ducers, Ceylon and Thailand, have also expressed con- 
cern about the need to replant. 


As far as other commodities are concerned, policies 
in Asia have been much closer to those pursued in 
Latin America, at any rate since the collapse of the 
Korean commodity boom, The same problems of mar- 
ket inflexibility and excess capacity have affected both 
areas alike. It is consequently not surprising that a 
country like India should have promoted its exports of 
finished textiles rather than of primary commodities. 
The export volume of traditional products such as hides 
and skins, ground-nuts and ground-nut oil, and raw 
cotton have declined since 1948 because of higher do- 
mestic consumption, or because the materials are fur- 
ther transformed before shipment; tea exports have 
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risen, but slowly, as was to be expected. Similarly Paki- 
stan has diverted raw cotton to domestic manufacturing 
and consumption—thereby saving on imports rather 
than expanding exports—and has sought to export jute 
bagging and cloth instead of the raw product. While 
the increased degree of jute processing has provided ad- 
ditional employment opportunities, it is not clear 
whether the manufacture has any greater growth po- 
tential—or even suffers from less instability—than the 
primary commodity. Although due allowance must be 
made for the difficulties which occurred during the 
transition to independence in Indonesia, as well as for 
the internal disturbances since that time, government 
policy there too has clearly not been one of vigorous 
expansion in the export sector; and the extensive pre- 
war range of primary exports has been narrowed to the 
point at which petroleum, rubber and tin accounted for 
75 per cent of total exports in 1957, compared with 51 
per cent in 1938. 


Even where Governments did take steps to increase 
exportable supplies, they would frequently appear to 
offset these measures by raising export taxes or incfeas- 


ing the degree of- ee ee oe tion against certain ex- 
ported products through multiple exchange rates.*4 In 


some cases this reflected, as in Latin America, the idea 
that the export sector, as the richest and most highly 
developed segment of the economy, should supply re- 
sources for use in broader programmes of development. 
In other instances, however, Governments used the 
proceeds from export duties primarily in order to pro- 
mote investment in the export sector; this, in effect, 
amounted to an attempt to shift resources in the export 
sector from consumption to investment. *5 


There are several cases in which Governments have 
attempted to stimulate the export of primary commodi- 
ties other than traditional major exports. Among these 
may be mentioned the production and export of Vir- 
ginia leaf tobacco in the Philippines, which developed 
under government protection; exports of such minerals 
as chromite, copper and iron ore have also received 
governmental encouragement. Thailand stimulated ex- 
ports of rubber, tin and teak by providing favourable 
exchange rates and directly encouraging production. 
The natural rubber market attracted many new suppli- 
ers, among them Burma, British Borneo and Viet-Nam. 
However, Asian countries, like those in Latin America, 
do not seem to have promoted marginal commodity ex- 
ports of the point at which the export structure would 
have become more highly diversified. This is reflected 


54 In Indonesia, a system of export inducement certificates was 
introduced. But while this policy appears to run counter to the 
general trend, the certificates were made necessary by a seriously 
overvalued official exchange rate. ; 

55 It is, of course, possible that the investment in the export 
sector sponsored by the Government may have been offset, at 
least in part, by lower levels of investment undertaken by the 
exporters themselves. In the conditions prevailing in Asia, how- 
ever, it seems likely that policies of the type under discussion 
would have led to a substantial net expansion of investment in 
the export sector. 


in the fact that the exports of Asian countries are now, 
if anything, even more highly specialized on traditional 
products than in the past. Export diversification has not 
been pursued to the same extent as has the diversifica- 
tion of agricultural output for domestic consumption, 


Africa 


African experience of the commodity problem has 
been conditioned by the dependent status of much of 
the area as well as by its relatively low level of economic 
development. Throughout most of the continent official 
policy was not concerned with the encouragement of 
manufacturing industry until after the Second World 
War; and while many Governments in the area now 
regard industrial development as one of their chief 
economic targets, it is almost inevitable that govern- 
ment policy should still be mainly concerned with the 
area of primary production. It is not simply that agri- 
culture, together with mining in some cases, provides 
by far the major part of total output in most countries; 
in many areas even the beginnings of an “‘infra- 
structure” for industry are lacking, and no alternative 
is seen for some time to come to further expansion of 
primary production for exports as a means of raising 
living levels. 


It is for these reasons that the administrations of 
many of the African countries have concentrated their 
efforts on measures to strengthen the export sector. 
Policies pursued have included the diversification of 
exports in the traditionally one-crop economies. Both 
in these countries, and in those where primary produc- 
tion is already fairly well diversified, as in the Belgian 
Congo, the Federation of Rhodesia and Nyasaland and 
Nigeria, much attention has been devoted to quality 
improvement and the expansion of output. Substantial 
public funds have been expended on opening up trans- 
port facilities, which are an indispensable part of any 
attempt to increase exportable supplies of primary 
products as well as to provide the foundations for pro- 
grammes of industrial development. 


In a number of countries, such as the Belgian Congo, 
Liberia, Northern Rhodesia and Sierra Leone, there 
has been a substantial development of mineral re- 
sources, usually with the aid of foreign capital. Special 
attention was paid to mineral development by the 
metropolitan powers as a means of finding alternative 
sources of supply to the western hemisphere countries 
which required dollars in payment for their shipments 
of minerals. 


Despite the generally more expansionist character 
of policy in Africa, one or two African countries which 
already have a relatively large share in the world 
market for particular products have not attempted to 
undertake a major expansion of their exports of these 
products—no doubt for reasons similar to those which 
have influenced their counterparts in Latin America, 
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as well as in Asia. This applies particularly to Egypt in 
relation to cotton and to the Union of South Africa in 
relation to wool; these countries appear rather to have 
expanded their marginal exports—with implications 
which have been stressed above in considering com- 
parable policies in Latin America. South Africa, and to 
a lesser extent Egypt, have also developed exports of 
finished manufactures. 


Efforts to reduce dependence on exports of primary 
products are reflected, as in other areas, in the en- 
courageiment given to the shipment of primary prod- 
ucts in “as highly processed a form as possible. Thus 
Nigeria, in common with other West African countries, 
has been actively promoting the expression of palm oil 
on the spot. Encouragement to the processing of copper 
in the Federation of Rhodesia and Nyasaland resulted 
in 58 per cent of total copper exports being shipped in 
the form of electrolytic copper in 1957 as against 30 per 
cent some ten years earlier. Similar developments have 
occurred in relation to cobalt which is increasingly 
exported in metal form instead of as an alloy. 


Campaigns for higher production and exports have 
not always met with the success that had been hoped 
for. In agriculture, plant diseases and pests have 
frequently impeded progress, particularly in the case 
of cocoa bean production in West Africa. The destruc- 
tion wrought by diseases and pests is one of the factors 
that makes it very difficult to settle the question 
whether the marketing boards in British or formerly 
British administered areas had a restrictive effect on 
production, through their policy of paying prices to the 
producers which were much lower than world market 
prices. However, even though producers did not receive 
the full world market price for their product, the culti- 
vation of cocoa remained far more profitable than any 
available alternative; and it therefore seems doubtful 
whether output was in fact held back. But for disease, 
West Africa might well have been confronted with the 
same sort of situation as developed in Brazil, where, as 
noted elsewhere, even heavy taxation of exports 
through the exchange rate could not prevent the 
emergence of one of the most serious coffee gluts of 
the century, so favourable was the course of world 
prices up to 1954. 


The improvement of the quality of export products 
has been a major objective i ne 
device commonly employed was the fixing of differen- 
tial prices for the better grades of product. Thus in 
‘Nigeria differential pricing by the cocoa marketing 
board increased the proportion of first-grade cocoa 
bought by the board from 47 per cent in the 1947/48 
season to 98 per cent in 1953/54; while a similar 
policy by the palm oil board raised the percentage 
share of the highest grade of palm oil from 0.2 in 1950 
to 61 in 1954, 


It would be impossible to say how much farther 
Africa will be able to proceed along the road of rapid 


expansion of primary production and exports, although 
current plans are clearly geared to the expectation of 
such expansion for many years to come. Much must 
evidently depend upon the rate of growth of the world 
market as a whole. It will obviously be much easier to 
accommodate rapidly growing African supplies if total 
world demand expands at a reasonable pace than if it 
stagnates or declines. It cannot be doubted, however, 
that sooner or later Africa will reach, over a much 
broader range of products, the situation it has long had 
in cocoa, cotton, wool and copper and which it has 
recently reached in coffee—namely that continued 
rapid expansion would mean either serious encroach- 
ment upon the markets of other countries or significant 
deterioration in the terms of trade or both. 


Import policy 


It has been seen that the export policies of a growing 
number of primary producing countries have been 
based on the presumption that the scope for expansion 
of export markets is limited. While some countries 
which contribute only a small proportion of the total 
world supplies of particular products have acted on the 
belief that they could continue to expand production 
for export relatively rapidly, without dislocating the 
world market as a whole, this is not true of the major 
exporters. At the same time the demand for imports 
has risen rather quickly, especially where development 
programmes have called for large-scale imports of fuel, 
raw materials and capital equipment. In these circum- 
stances it is inevitable that the primary producing 
countries should have sought a solution to the growing 
disparity between foreign exchange resources and im- 
port requirements by shifting the structure of produc- 
tion in‘the direction of import-saving. Moreover since 
balance of payments difficulties Were just as prevalent 
in Asia as in Latin America, there was considerably 
more uniformity in the evolution of import policies 
than of export policies. And although the African 
dependencies have not in general been subject to the 
same pressures on their balances of payments as have 
the independent countries in Asia and Latin America, 
as well as in Africa itself, their import policies have 
followed a course similar to the rest because of the 
efforts nevertheless made to economize on imports. 


Food 


Greater self-sufficiency in food is an almost universal 
goal among the primary producing countries—where 
they are not self-sufficient-already. In Asia this has 
been a primary target of official policy throughout the 
post-war period. The adequacy of food intake was a 
major issue confronting the newly independent Gov- 
ernments from the beginning, and since per capita 
exports were in general relatively low, there could be 
no question of stepping up food imports except within 
the framework of relief or other aid programmes 
financed abroad, or to meet temporary emergencies due 
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to crop failure. High priority has also been attached to 
self-sufficiency in food in Africa. 


_ In Latin America, however, this policy was not 
generally adopted until the early nineteen fifties. So 
long as exports © Sera oamnisa tat foreign exchange 
reserves were high, heavy expenditure on imported 
food was permitted. It was not until severe pressures 
on the Berea pavinents of Ret iniperting couniziee 
developed that these policies were changed; but since 
that time almost every country in the region has 
attempted to stimulate in some measure the production 
of those items which are important components of the 


national diet, and for which domestic output has been 
insufficient. 


The policies most commonly employed have been the 
restriction of imports by imposing customs duties, or, 
even more frequently, quotas, and the establishment 
of some form of guaranteed price for the domestic 
producer. To a lesser degree credit facilities have been 
made available, and in some cases governmental invest- 
ment has been important. The most comprehensive 
example in Latin America is that of Venezuela, where 
the rice and sugar programmes undertaken at the be- 
ginning of the nineteen fifties involved an almost com- 
plete Government financing and direction of efforts to 
achieve self-sufficiency in these products. Other im- 
portant programmes include the Mexican promotion of 
wheat production (in which direct government invest- 
ment in irrigation facilities played a substantial role), 
the Brazilian wheat programme, and the Cuban promo- 
tion of rice production, but there are many others of 
smaller magnitude. 


Within the Asian region the balance of food supplies 
is so precarious that domestic food production has been 
encouraged everywhere along a broad front. Even 
Thailand, a major rice surplus country, has had to 
restrict exports after poor harvests; while Burma’s 
production is still not sufficient to supply much more 
than half of the pre-war volume of exports, partly 
because domestic consumption has increased substan- 
tially. As in Latin America, the methods employed have 
included irrigation schemes, various types of subsidy 
and technical assistance, the introduction of some form 
of guaranteed price programme and the restriction of 
food imports by one means or another. Government 
measures are directed particularly towards higher 
production of staple food grains, as might be expected. 
Large resources were devoted by the Government to 
the self-sufficiency objective for food grains in India, 
and a considerable measure of success was achieved, 
though not until much later than the original target 
date of 1952. In the Philippines the area of irrigated 
land under rice and maize almost doubled from the end 
of the war to 1956. Important programmes to stimulate 
grain production are also in force in Indonesia, Malaya 
and Pakistan. Ceylon has the most comprehensive 
price support scheme for paddy and other foodstuffs. 


A number of countries have been encouraging the 
expansion of sugar production under relatively high 
tariff protection, including Burma, India and Thailand; 
production in India grew to the point at which an 
exportable surplus became available in 1957 for the 
first time. 


In Africa, likewise, programmes of strong support 
for food production are widespread; Production coun- 
cils or boards have been established to promote self- 
sufficiency and various incentives have been intro- 
duced. In a few cases the policy has been so successful 
as to generate exportable surpluses—as in the case of 
rice in Egypt, and maize in the Central African Federa- 
tion and the Union of South Africa. 


Naturally, the larger the proportion of food con- 
sumption provided from domestic high-cost output, 
the greater will be the cost to the economy unless it 
proves possible to increase productivity as time goes on. 
There may, however, be no real social cost involved 
even in “uneconomic’’—in the sense of high cost— 
domestic food production, depending upon what the 
available alternatives are. If, for example, a reduction 
in the “uneconomic” output of food would not, in 
itself, lead to an increase in other forms of productive 
activity, there is evidently nothing to gain and a good 
deal to lose by enforcing such a reduction; and this is 
probably the situation most characteristic of under- 
developed countries, where labour on the land has 
inadequate alternative employment opportunities. 
Only if it can be demonstrated that scarce land and 


capital could be used more efficiently in alternative 
ways’ which would add to exports or save imports 
would there be a case for seeking to import food rather 
than producing it Tocally. And even if it could be shown 
that a different allocation of resources would permit 
more efficient production for export, given the existing 
price relationships, it has to be borne in mind that 
where changes in a particular country’s exports are 
large enough to affect the prices of the commodities 
exported, or where several ‘countries are simultane- 
ously seeking to expand exports of the same product, 
such a diversion of resources from domestic production 
will not necessarily lead to a greater command over 
imports but may simply be dissipated through a 
deterioration in terms of trade. 


While self-sufficiency in food has been a firm objec- 
tive of Government policy in most primary producing 
countries, many Governments have experienced a 
conflict between this objective and the desire to keep 
retail food prices down. Thus the control of imports 
has not always Ted to a decline in their value and in 
many instances consumption has increased more 
rapidly than domestic production in spite of official 
encouragement of the latter, owing to rising incomes, 
especially in the cities. Moreover, there has commonly 
been a shift in demand, as incomes have risen, towards 
higher quality food products which are more likely to 
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be imported—including, for example, shifts from 
maize or other subsistence cereals to wheat, or from 
locally produced crude sugar to the refined product. 


On the whole, post-war food production and import 
policies in the primary producing countries seem to 
have been generally successful in the sense that im- 


ports of basie foodstuffs, after increasing rapidly up to 
about 1950, appear to have declined since that date, as 
a proportion both of total imports and of total domestic 
food consumption. This means that relatively greater 
oS. resources have become available for 
the purchase of imported raw materials or capital 
equipment. 


However, the success of individual countries in this 
respect has to be qualified in the sense that in so far as 
the imports displaced would otherwise have been 
purchased from other primary producing countries, the 
gain of one country is offset by the loss of another. 
The type of international inconsistency among national 
policies which may arise in this way is well illustrated 
by the fact that in the latter part of 1956 six Asian rice 
surplus countries hoped to export between 5.8 and 6.4 
million tons of rice in 1960, while nine major importing 
countries set target imports totalling between 2.6 and 
3.5 million tons for the same year. Similar inconsist- 
encies may well hold true of other foodstuffs and raw 
materials, though they are likely to be much less im- 
portant than in the special case of rice, where the trade 
is concentrated principally among the under-developed 
countries themselves. In other instances the main 
markets are the industrial countries, and policies of 
self-sufficiency by primary producing countries would 
therefore have much less effect on total world import 
demand. Moreover, in the important cases in which 
domestic production of food grains replaces imported 
wheat, the exporting countries principally affected are 
nearly all highly developed. 


No doubt there are instances in which greater inter- 
national collaboration could have avoided some shifts 
in the use of resources among primary producing 
countries which have turned out in the event to be 
mutually frustrating, and which have simply had the 
effect of reducing both imports and exports all round 
rather than of setting free foreign exchange for other 
purposes. Available evidence suggests, however, -that 
any losses on this score have probably not been very 
great. 


Industrial products 


Developments in import policies affecting industrial 
products have depended largely upon the pace of in- 
dustrial development. Under the best conditions indus- 


~—_——. 


“commodity problem” in its simplest form is resolved, 
The growth of the economy is not directly limited by 
the rate of growth of commodity trade; it continues 
through the expansion of other sectors of the economy. 
However, industrialization may well reintroduce the 
“commodity problem” in a less direct form by linking 
the rate of growth very closely to the level of import 
capacity. 


Industrialization offers opportunities for replacing 
imports and ultimately for broadening the market for 
exports, but there is frequently a considerable dis- 
crepancy between developments in the short run and 
in the long run. There is no reason to doubt that ulti- 
mately many or even most of the primary producing 
countries will be able to satisfy a high proportion of 
their own requirements for industrial goods, and to 
exchange manufactures as well as primary products 
with one another and with the rest of the world. The 
possibilities in this respect are already evident in the 
foreign trade of a country like India. But the short- 
range effect of an accelerated pace of industrial devel- 
opment is frequently the opposite of this. In other 


words the savings made in imports of manufactures by 
the growth of domestic substitutes may be greatly out- 
weighed for quite a Tong time by the aeer mP orts of 
fuel, raw materials, intermediate goods and capital 
equipment which become necessary. Thus the initial 
effect of a shift in the structure of production towards 
industry is frequently to raise the import content of 
output rather than to lower it, even if the pattern of 
growth is ultimately oriented towards import-saving 
output. The extent to which this takes place will 
depend inter alia on the degree of balance achieved in 
the developing industrial sector, and particularly on 
whether excessive emphasis is placed on the manu- 
facture of finished goods; although even a well-balanced 
programme of industrialization can hardly avoid some 


pressure on foreign exchange resources, at least in the 
first instance, as will be shown below. 


Data which illustrate the impact of industrial devel- 
opment upon the import structure are available for the 
Latin American countries, and representative figures 
are shown in table 28. The contrast between the major 
industrial countries of the area and the least industrial- 
ized group is striking. In the latter countries, the 
import composition has remained nearly steady during 
the period with consumer goods accounting for over 
40 per cent of the total and materials and fuels about 
30 per cent.°6 In the more advanced countries shown, 
on the other hand, there has been a shift away from 
consumer goods, which now on sarge 15 
per cent of imports, towards fuels and materials, 
which account for 60 per cen rt 
and Brazil, and nearly half in Mexico. 


m Argentina 


6 Although comparable figures are not available, it would 
appear that in many of the Asian and African countries, con- 
sumer goods continue to account for half or more of total 
imports, 
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Table 28. 


Imports into Selected Latin American Countries 


(Percentage; index, 1948 = 100) 
—————————————— 


Country and item 1948 1949 1950 1954 1952 1953 1954 1955 1956 
MAJOR INDUSTRIALIZING COUNTRIES 
Argentina: 
Index of total imports.......... 100.0 67.1 59.2 75.2 50.4 44.1 94.4 64.1 59.4 
Percentage composition: 
Consumer goods. ...... : 20.9 16.0 13.2 17.0 11.5 10.4 
rages re ‘ , : : : ; 9.1 10.3 14.4 
ale nee ee ae a pi 8.7 12.3 10.8 
‘abana and intermediate , ae es ee ae ae 
industrial goods............ 34.6 45.1 45.9 49.7 42.1 40.0 92.1 53.7 44.7 
Ss (eee ae ee 37.2 30.2 28.6 22.5 29.8 31.3 23.7 22.2 22.7 
Brazil: 
Index of total imports.......... 100.0 98.2 107.8 165.3 159.5 120.6 149.8 125.2 116.8 
Percentage composition: 
Consumer goods............. 22.2 19.3 16.0 19.3 16.8 12.8 13.4 12.1 13.2 
AT ees See reer 11.5 12.5 13-5 is Toit 18.1 17.2 22.0 24.7 
Raw materials and intermediate 
industrial goods............ 26.9 29.6 32.8 28.8 29.2 33.6 35.8 35.5 37.2 
Ropetal pOOdS A tick A'S 08 wc xs 39.3 38.5 37.6 40.5 44.8 35.4 33.5 30.4 24.8 
Mexico: 
Index of total imports.......... 100.0 88.3 100.9 135.8 139.5 135.9 132 142.9 168.9 
Percentage composition: 
Consumer goods............. 17.4 15.9 16.2 15.9 16.8 18.0 16.7 16.0 14.8 
i ioe nae ae ca ee 3.4 4.7 4.4 el 4.0 Dal 7.5 8.0 7.0 
Raw materials and intermediate 
industrial goods............ ao.2 39.7 40.2 39.9 40.5 40.0 37.0 35.1 39.3 
re 43.9 39.5 39.1 41.0 38.5 36.7 38.7 40.7 38.8 
OTHER COUNTRIES* 
Index of total imports............ 100.0 98.8 98.4 112.8 131.9 130.0 136.0 ISL.7 158.1 
Percentage composition: 
Consumer goods............... 41.2 42.4 48.4 45.5 43.0 43.6 43.6 42.3 41.0 
Re oe ee Tek 7.4 6.9 7.0 re 7.9 7.9 7.3 7.6 
Raw materials and intermediate 
industrial goods............-. 25.8 24.3 23.6 20.1 23.3 22.6 23.6 23.3 22.5 
Cepatal woods: Sosue steer «008% 25.4 25.9 21.0 21.9 26.6 20.9 Doe 27.0 28.9 


i 


Source: United Nations, Economic Bulletin for Latin America, vol. III, No. 2, 1958 (Santiago). Calculations are on the basis of 


United States dollars at 1950 prices. 


* Including Bolivia, Costa Rica, Dominican Republic, Guatemala, Haiti, Honduras, Nicaragua, Panama and Paraguay. 


Fuel_imports, especially petroleum and petroleum 
products, display the steadiest and most rapid increase. 
Industrialization in Lati i com- 
panied by a growth in the consumption of petroleum 
of as much as 10 per cent per year. Policy considera- 
tions have been an important factor in this rise, and in 
the extent to which it has been met by increasing 
imports. As a result of their desire to foster industrial- 
ization, a number of countries followed policies which 
made petroleum available at very low prices, since it 


was regarded as a key commodity in the industrializa- 
tion process. Favourable exchange rates were applied 


to imports, and prices of domestic output were held at 
a low level. Moreover, in several important countries 
the policies followed with respect to domestic produc- 
tion were important in determining the volume and 
composition of imports required to satisfy internal 
demand. 


These trends have been particularly evident in 
Argentina and Brazil, which, between them, account 
for nearly two-thirds of Latin America’s petroleum im- 
ports. While there has been little economic growth in 
Argentina during the past decade, the shift towards 
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petroleum has continued and its consumption has in- 
creased by some 70 per cent; in Brazil, where indus- 
trial growth has been rapid, petroleum consumption 
has tripled. Both countries are believed to have large 
petroleum deposits, and both have reserved exploita- 
tion of those deposits to government agencies.*7 How- 
ever, these agencies were not able to expand output on 
the scale required to satisfy domestic requirements 
and imports have therefore grown rapidly to the point 
at which they now constitute a heavy burden on foreign 
exchange resources. Somewhat greater success has 
been achieved in expanding refining facilities, each 
country now refining about two-thirds of its total con- 
sumption, thus shifting the composition of imports 
from refined products to crude petroleum. 


The growth in the import requirements for raw 
materials and intermediate products by the most 
highly industrialized countries of Latin_America_has 


also been very substantial. One reason for this is the 


the range of industry which they have set up than in 
the primary products which they produce; any such 
expansion of industry on a broad front is therefore 
bound to lead to rising raw material import require- 
ments. Moreover, intermediate industrial products are 
often not used in sufficient quantity in the early stages 
of the industrialization process to permit domestic 
production on an efficient scale. Thus the industrial 
sector must acquire a substantial size—and imports of 
industrial materials must increase accordingly—before 
substitution of domestic output for imports can be 
expected to develop on a major scale. Nevertheless, the 
stage at which such substitution has in fact begun has 
shown considerable variation, and there have been 
increasing efforts in the larger Latin American coun- 
tries to achieve a speeding up of the process. 


These rising fuel and materials import requirements 
render the growth of the economy increasingly vulner- 
able to the commodity problem. In the absence of other 
sources-of foreign exchange, earnings from commodity 
exports must expand at a sufficiently rapid rate to 
finance the growing imports not only of these goods 
-but of the capital equipment needed for the industrial- 
ization programme as well; alternatively the growth of 
industry must be structured in such a way as to reduce 
these requirements. Given the severe limitations 
already imposed on imports of consumer goods, any 
decline in import capacity must more and more be met 
by cutting the import of capital goods, and hence the 
investment programme, or by lowering the import of 
fuels and materials, thereby forcing a reduction in 
industrial output. The three most highly industrialized 
countries of Latin America shown separately in table 
28 offer instructive examples of differences in the 


57 In Argentina there is some production by foreign companies 

: ) ) gn companies 
which have Bes peraited to retain concessions they have held 
for many years. Recent agreements provide for an expansion of 
activities by the foreign companies. 


manner in which these problems have been met, and 
the extent to which they have been overcome during 
the past decade. 


An extreme case of the sort of difficulties that can 
occur in a primary producing country which has 
reached the intermediate stage of industrialization is 
provided by Argentina. The investment boom of the 
immediate post-war years was cut short by the collapse 
of export earnings late in 1948. Although consumer 
goods imports were halved, this was far from sufficient, 
and capital goods imports had to be cut in nearly equal 
proportion. Since the post-war boom was a very brief 
one, there was almost no time for the industrialization 
process to move backward towards the primary and 
intermediate goods industries, and the stringent bal- 
ance of payments situation which has prevailed since 
1948 has made it very difficult to finance the invest- 
ment required to undertake that process in later years. 
The Argentine economy has, consequently, remained 
in a state of extreme vulnerability, with an import 
structure in which fuels and raw materials comprise 
over 60 per cent of the total. Even the current level of 
activity has thus become dependent upon export earn- 
ings, and when these declined substantially in 1952, 
imports of materials had to be cut, leading to a decline 
in industrial production. 


Brazil was much more fortunate because of consist- 
ently favourable movements in the terms of trade until 
1954, at which date they were more than twice as 
favourable as in 1948-1949; even in 1957 they had 
declined only about 20 per cent from the peak. There 
has also been a substantial inflow of capital in recent 
years. Import volumes as a consequence have on the 
whole been maintained at a high level throughout the 
post-war period, the process of diversification of in- 
dustry has had an opportunity to proceed, and the 
country has now reached a position where the vulner- 
ability of its level of activity and rate of growth appears 
to have been lessened. Even here, however, it should 
be noted that rising fuel and materials requirements 
have reduced the relative share of capital goods in the 
import structure, and with declining exchange earnings 
since 1954 there has been a rather sharp decline in 
imports of such goods. 


The Latin American country which has gone furth- 
est in reducing its vulnerability it this Sense, however, 
is Mexico. Exports have increased very markedly, and 
have become more diversified, so that the capacity to 
import is less at the mercy of changes in the demand 
for particular products. Although materials imports 
increased, it may be seen from table 28 that Mexico is 
the only one of the three relatively industrialized 
countries where they did not account for a rising pro- 
portion of the total; the margin provided by foreign 
exchange resources was sufficient for other categories 
to rise at an equal rate. As noted previously, the gevel- 
opment of agriculture has kept pace with that of in- 
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dustry; the country is self-sufficient in fuel (the im- 
ports shown are nearly balanced by equivalent ex- 
ports); the iron and steel industry has reached a sub- 
stantial size; a SRACHEAIMNAGSS AK Gear catablished: 
and over-all the rate of increase of output of industrial 
materials and intermediate products has been greatly 
We ettattol consumer goods during the vest a goods during the past decade. 

In Africa and Asia, as in Latin America, there has 
been a growing tendency in certain countries to pro- 
mote the development of industry both as a means of 
raising the level of development in general, and so as 
to save scarce foreign exchange resources for use in the 
purchase of high priority items. If this process has thus 
far created fewer problems of the type encountered in 
Latin America, it is largely because the stage of devel- 
opment reached is generally less advanced and the 
range of industry introduced less comprehensive, than 
because of any basic difference in principle. It would 
appear that such industries as have developed thus far 
in Africa and Asia are for the most part still based 
mainly on the manufacture of domestic raw materials, 
so that the problem of financing heavy imports of raw 
materials has not arisen to the same extent as in Latin 
America. And the very fact that imported fuel has not 
become an important charge on foreign exchange in 
most countries, despite the relatively meagre develop- 
ment of domestic resources, except in Indonesia and 
the Middle East, is indicative of the earlier stage of 
industrial development in Africa and Asia than in Latin 


America. 


Of all the under-developed countries in Asia, only 
India seems to have reached the stage at which the 
growth of industry is beginning to depend significantly 
on imported fuel, raw materials and intermediate 
products. It is for this reason that such high priority 
has been attached in India to the development of steel- 
making capacity. On any reasonable assumptions re- 
garding the future growth of the Indian economy, the 
demand for steel is likely to increase so rapidly as to 
make it virtually out of the question to rely solely on 
imports for supplies—if only because of the difficulty 
of raising exports sufficiently to pay for them. 


Among the African countries, the Union of South 
Africa’s economy has developed on broadly based lines 
—more akin to Australia or Canada than to the under- 
developed countries of Africa. It has therefore not 
encountered the consequences of unbalanced expan- 
sion to the same degree as other primary producing 
countries. While there were periods during the earlier 
post-war years when pressures arising from domestic 
economic expansion imposed strains upon foreign 
exchange resources, they did not disrupt the process 
of economic growth. In recent years it has become 
possible to relax import controls extensively, but this 
has been due in large measure to extremely favourable 
export experience. Egypt has felt the effects of the 
encouragement given to industry since 1952 in the 


form of a rise in imports of such products as petroleum, 
steel mill products and machinery; at the same time, 
however, a small beginning has been made with exports 
of textiles. As in some of the other industrializing 
countries imports of “‘non-essentials” have been re- 
duced to such low levels that any fall in export receipts 
involves extremely difficult problems of adjustment. 


SHORT-TERM POLICIES FOR INFLUENCING 
FOREIGN EXCHANGE EARNINGS 


However slow economic development since the war 
may have been in most of the primary producing 
countries, it clearly lies within the power of any 
country in the long run to diversify its economy and 
reduce its Te gendaneaPapOa tiie eahOn Tae pn 
commodities, though the strains imposed are heavy. 
The same cannot, however, be said about the ability of 
primary producing countries, acting individually, to 


take short-term measures which could offset or even 


mitigate the impact of fluctuations in demand for their 
exports. On the whole, there is little that is encourag- | 


ing to report from post-war experience in this field. 
Not that this outcome is unexpected—the conditions 
under which a single country can successfully influence 
market conditions in its own favour are so restricted 
that they cannot, in the nature of the case, be fulfilled 
very often. In the first place it is necessary that, a 
country export a sufficiently_large proportion of the 
total world supply of a.commodity-se-that on the one 
hand a change in the quantity which it supplies will 
affect the world price significantly, and on the other 
hand that no other country or group of countries is in 
a position to take counter-action, at any rate in the 
short run, by compensatory changes in their own 
deliveries to the market. It is true that there have been 
occasions when individual countries not controlling 
major proportions of world supplies have managed to 
make better bargains for themselves than other 
countries in similar positions seemed able to do; but 
the situations were sufficiently out of the ordinary, in 
one respect or another, to make it clear that no general 
conclusions could be built upon them. 


The ability of a supplying country to influence the 
world market in a particular commodity depends not 
only upon its share of total world supplies, but also 
upon the ability of the government to exercise effective 
control over the export trade or over production itself. 


The commodity must be capable of being stored with- 
out A emitgant ietomoratonend where aust be ade- 
quate storage capacity accessible to the government or 
its agents. Assuming that all these conditions are satis- 
fied, a successful government intervention in a com- 
modity market still implies sufficient enterprise, skill 
and sophistication on the part of the responsible 
government officials to enable them to reach sound 
judgements on the nature and trend of the market 
confronting them. And even where sound judgements 
of this kind are achieved in particular countries, their 
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continued effectiveness depends on whether or not new 
competitors spring up and grow rapidly under the pro- 
tection afforded by restrictive policies—a process that 
is generally irreversible even if the restrictive policies 
are dropped. 


Nor is it clear that where exporting countries have 
deliberately sought to influence the market—whether 
successfully or not—they have consciously aimed at 
etal sto. etter Ch pnices Or aaa ee ane 
target. Most of the primary producing countries would 
like to see a greater measure of stabilization achieved 
by international action. But thrown back upon their 
own individual resources, they are much more likely 
to seek the maximum short-term gains that may be 
possible in each and every situation than to aim at 
stabilization of exchange earnings. This is because of 
the chronic shortage of foreign exchange in many of 
these countries and the exceptionally painful adjust- 
ments which any shortfall in earnings necessitates in 
the large majority of cases. So continuously pressing is 
the need for foreign exchange that mere stabilization 
becomes a luxury that cannot be readily afforded. 


National efforts to obtain favourable terms 
Brazil and Pakistan are the principal_post-war 
Meee ec es rimers a retain eC have 
both been in a position individually to influence the 
market for their principal export commodities and | have 
in fac 0 exercise that influence for substantial 
periods of time. 


At first glance, it is Pakistan that seems to have been 
best placed for exploiting its market situation, since it 
had a virtual monopoly over the supply of raw jute 
during the STEEN SE 
appSTent than reel, however, because by the end of the 
war jute had already been displaced by paper in a 
broad range of packaging requirements and by im- 
proved bulk-handling techniques, and there was no 
reason why the process should not go still further. 
Moreover the economic conflict between Pakistan and 
India—teflected in Pakistan’s decision not to follow 
all the other sterling countries into devaluation in 
September 1949—resulted in the establishment of jute- 


growing areas in India so that supplies for India’s jute 
mills could be assured. Since 1952 Pakistan’s primary 
objective for jute has, through sheer force of necessity, 


been to prevent the expansion of supply from exerting 
an unduly depressing influence on the market. 


The methods used in Pakistan and Brazil offer some 
contrasts. After the Jute Board had accumulated, by 
June 1953, stocks equivalent to one-half of the peak 
annual volume of exports of jute recorded by Pakistan, 
the Government shifted the emphasis of its policy to 
restrictions on acreage planted—including the destruc- 
tion of plantings on unlicensed areas. The Brazilian 
Government, on the other hand, operated on the out 
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put, of coffee only through the im osition of special 
exchange rates for coflee exports which, while un- 
favourable in relation to other export rates, still offered 


sufficient incentive untl or a steady expansion 
of output. Since , the Governmen as accumu- 


lated huge stocks of coffee-representing roughty the 
equivalent of the normat export volume for a year. 


The direct costs of these operations to the countries 
concerned are obvious enough; they frequently provide 
a powerful stimulus to inflation. In Brazil, for example, 
the Government stands ready to buy all coffee which 
cannot be exported at the minimum support price, so 
that farm income yaries with the quantity of coffee 
produced rather than with the amount exported, and 
the Government finances the difference—requiring a 
sum equal to 14 per cent of the normal budget in 1958. 
Less obvious are the indirect costs, particularly any 
tendency for marginal producing countries to expand 
their exports more rapidly under the protective 
umbrella held over them by the policies of the major 
producers. It is, however, virtually impossible to 


determine how far the rise of, say, Centrat Amerjéan 


or African production of coffee or of Indian production 
of jue wa neitable inthe mature oe essed hon 
far the additional stimulus provided by the policies of 
the principal producers really made any difference. 


A recent development in efforts to control the coffee 
market has been the conclusion of agreements among 
the Latin American countries to co-operate in with- 
holding supplies from the market. These agreements 
did not, for some time, succeed in halting the price 
declines. This was due partly to the failure to come to 
agreement with African producers on the limitation of 
their exports. An additional possibility is that export 
restrictions and new stockpiling may become less 
effective as a means of maintaining prices once sub- 
stantial surplus stocks have been built up. For expec- 
tations that such stocks will be thrown upon the 
market sooner or later tends to force prices down or 
hold them at a low level even though current supplies 
are cut: thus Brazilian coffee prices declined both in 
1957 and 1958 despite reductions in the volume of 
shipments in both years. The stockpiling policy and 
the coffee agreements have, howey hes cceeen 


There are a number of other instances in which 
countries have attempted to exert an influence over 
world prices by controlling the amount which has been 
placed on the export market, even though they do not 
control as large a share of the total production of the 
commodities concerned as is the case with Brazilian 
coffee or jute in Pakistan. Colombia withheld coffee 
from the export market and buittup-stocks in 1952 in 
the cou ices mg ion, and then 
liquidated these stocks under more favourable condi- 
tions during 1953. A similar buildup followed by 
liquidation occurred in 1954-1955, and since 1957 
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considerable stocks of coffee have been accumulated, 
partially under the terms of the Latin American Coffee 
Agreement. These operations have been feasible, since 
Colombia, although it does not dominate the market 
for coffee in the same sense that Brazil does, is the 
largest producer of mild coffees. These are not freely 
interchangeable with other varieties, and Colombia has 
therefore been able to exercise some influence over the 
world price. 


Burma and Thailand control a relatively small share 
of world rice output, since most of the rice is 
consumed by the same countries that produce it. They 
do, nevertheless, account for somewhat more than 


half the volume of world trade—and a still higher pro- 
portion of Asian trade—and in this position have 


sought to exercise some influence over external prices 
throughout most of the post-war period. Both countries 
substantially controlled their rice export trade®* and, 
largely through-the mediam of inter-governmental 
contracts, secured steadily rising prices through 1953. 
After 1951, these prices were obtained at the cost of 
some accumulation of stocks, which, at their peak in 
1954, were equivalent to about six months’ exports. 


However, in contrast to the present world coffee situa- 


tion, there was no fundamental over-production of rice, 
and stocks were successfully disposed of in subsequent 
years. This was achieved, however, only by substan- 
tially reducing prices. 


Cuba, with respect to sugar, is in much the same 
position as the major rice exporters, controlling only a 
small part of total world production but about_one- 
third - world export volume. Although the country 
has a long experience of national measures taken to 
influence the world sugar market, such measures dur- 
ing the post-war period have been very limited. 
Favourable conditions prevailed through 1951, but 
when the 1951/52 crop proved to be very large and the 
world market weakened, Cuba withdrew about one- 
third of the crop from the market, and introduced 
production controls and quotas thereafter. Beginning 
in 1953, however, these measures have been under- 
taken in co-operation with other countries through the 
medium of the International Sugar Agreement. 


Brazil has, during the past two years, sought to im- 
prove upon the returns from its cocoa crop by setting 
minimum export prices, and as a consequence has 
accumulated some stocks. Brazil does not dominate 
cocoa as it does coffee, but it is the only major supplier 
during the middle months of the year, since the 
African crop is not marketed until the end of the year. 
Withholding of supplies under minimum export price 
provisions in 1957 proved profitable when the African 
crop turned out to be smaller than had been expected; 
prices rose and the’ Brazilian stocks were disposed of 
during the final months of 1957 and early 1958 at a 
substantial gain. When, however, the same procedure 


58 Thailand turned over the rice trade to private hands in 1955. 


was followed in 1958 it was unsuccessful; the following 
African crop was a large one, prices declined, and 
Brazil was left with unsold stocks. 


Though a major exporter of wheat and meat, 
Argentina’annot domtnnts the world market ToF thes, 
commodities. Nevertheless, the country has been in a 
position to take advantage of market shortages to 
obtain better terms for itself. Argentina declined to 
enter the International Wheat Agreement, and operat- 
ing through its export monopoly, the Instituto Argen- 
tino de Promocidn del Intereambio (IAPI), was able to 
secure prices consistently above agreement prices up 
to mid-1953. In the case of meat, the volume and 
prices of sales were the outcome of arduous bargaining 
between the Argentine and British trading monopolies 
—the United Kingdom being virtually the only market; 
and although the greater bargaining strength probably 
lay with the British, Argentina appears to have secured 
better terms up to 1953-1954 than Commonwealth 
suppliers—which, however, enjoyed longer-term con- 
tracts. One condition of the more favourable terms 
secured for wheat and meat was payment in soft cur- 
rencies, while Argentina was running a heavy deficit 
with the dollar area; it does not follow that Argentina 
would have done better to sell only for dollars at world 
market prices since neither its wheat nor its meat had 
any ready markets in the dollar area, while European 
countries were reluctant to use dollars for purchases 
outside the dollar area during this period. 


The situation in copper differs from that in the other 
commodities considered in that copper production is 
largely in the hands of a few large United States and 
European producers, with conventional channels play- 
ing an important role in the marketing process. At 
various times in recent years the Chilean Government, 
dissatisfied with the current prices being received for 
copper, Rani th ee ree a 
period from 1952 to 1955, direct control of sales and 
pricing. Special agreements were concluded with the 
United States for deliveries on favourable terms, and 
beginning in 1954, sales were shifted to the higher- 
priced European market. 


One method used from time to time by a number of 
countries to achieve a measure of stability in their 
export markets is the conclusion of long-term con- 
tracts, often within the framework of bilateral trade 
agreements. Such contracts have been employed both 
during periods of heavy pressure of demand for 
primary products and during periods of easy demand. 
A leading example of the former is to be found in the 
United Kingdom long-term contracts for the purchase of 
foodstuffs from Commonwealth countries, which were 
discussed above in the course of the review of policies 
of the industrial countries. Examples under conditions 
of slackening demand include the long-term contracts 
for the supply of rice arranged in recent years with 
Burma by India, Romania, Sweden, the Soviet Union 
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and Yugoslavia; and the agreements for the export of 
rubber by Ceylon to mainland China and of cotton by 
Egypt to various countries in eastern Europe. 


The rice agreements in which Burma participated 
followed the return of more normal trading conditions 
in the rice market in 1953-1954, and covered periods 
of three to five years. Some of the agreements were on 
a basis of barter, and by 1956, 16 per cent of Burma’s 
rice exports went to barter countries alone. The agree- 
ment between Ceylon and mainland China was origi- 
nally negotiated in 1952 when the world market for 
natural rubber was in a state of sharp decline, and pro- 
vided for the exchange of rubber from Ceylon against 
rice from mainland China. Rubber prices were fixed at 
a premium over Singapore prices and were made sub- 
ject to periodic revision in the light of the changing 
world market. Prices for rice were also favourable to 
Ceylon. The agreement appears to have operated 
effectively up to 1957 as regards both the level and 
stability of Ceylon’s export earnings. It was renewed in 
that year, but for reduced quantities; and prices were 
to be those ruling in the international market, so that 
the element of stabilization is now confined to the 
volume sold. The new provisions reflected, in part, the 
fact that mainland China had by now acquired access 
to other suppliers of rubber. 


Since early in 1954, Egypt has contracted to supply 
substantial quantities of raw cotton through bilateral 
trading arrangements with a number of eastern Euro- 
pean countries. In consequence an increasing share of 
Egypt’s cotton exports—amounting to over 50 per cent 
in 1956/57—has been shipped to eastern European 
countries. At the same time, the trading arrangements 
have enabled Egypt to maintain its volume of output 
and exports in the face of a declining demand from its 
traditional customers. 


There remains for discussion the special case of 
countries whose exchange earnings do not embrace the 
total proceeds of exports but only a part of them. This 
situation is Characteristic of mineral_and petroleum 
producing countries in many parts of the world where 
export production is primarily carried on by large 
corporations which are subsidiaries of United States or 
western European firms. Foreign exchange accrues to 
the exporting country in such cases only in so far as 
these companies spend exchange in meeting domestic 
production costs or in making tax payments. For illus- 
trative purposes, the extent of these expenditures in 
two Latin American countries is shown in table 29. 


Domestic production costs tend to be relatively low 
in the large-scale mining and petroleum operations, so 


Table 29. Chile and Venezuela: Value of Exports and Exchange Earnings* 
(Millions of dollars) 


Country and item 1948 1949 1950 1951 1952 1953 1954 1955 1956 
Chile 
Value of copper produc- 
HONG ae eee 196 137 162 175 250 192 185 310 328 
Exchange earnings from 
COppeN encase s ae 118 90 93 104 188 148 136 211 208 
Percentage ratio. ..... 604 65.9 613 59.6 75.0 77.1 “734 ‘G80 635 
Venezuela 
Value of oil exports.... 997 973 1,122 1,305 1,378 1,359 1,593 1,800 1,984 
Exchange earnings from 
OU ar seasnans tie Reka hoes & 675 665 922 609 707 751 762 853 1,307 
Percentage ratio....... 67.7 683 465 46.7 513 55.3 478 474 65.9 


EES 


Source: Banco Central de Chile, Balanza de pagos 
de Chile; Banco Central de Venezuela, Memoria. 

* Chilean figures relate to the large copper com- 
panies; exchange earnings do not include invest- 


that exchange receipts depend largely on tax payments; 
in the two examples shown in table 29, tax payments 
are twice or more as large as current production costs. 
There has been a rather general tendency to apply 
special regulations to export activities of this sort and 
to adjust tax rates upward in an effort to increase 
exchange earnings of the countries concerned. The 
trend has been towards increasing reliance on what are 
essentially profits taxes of one sort or another; and 
since profits are more volatile than sales, this policy 
has probably increased the degree of fluctuation in the 


ment expenditures. Venezuelan figures of exchange 
earnings include investment expenditures, since 
they are simply the figures for sales of dollars by 
the oil companies to the Central Bank. : 


exchange earnings of these countries. An extreme 
example is that of Chilean copper: from 1951 through 
1954 the copper companies received a fixed 24.5 cents 
per pound for copper, and any excess over that price 
was retained by the Chilean Government. The result 
was that the whole of any price fluctuation was re- 
flected in Chilean exchange receipts from copper, and 
the fluctuations of these receipts were proportionally 
much sharper than were those of export values during 
the period. 
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Reasons were given above for not expecting too 
much of individual government efforts to influence the 
world market for particular primary products. The 
experience examined has shown that there have, in 
fact, been relatively few instances of such government 
efforts, and that such instances as have occurred have 
generally involved special situations of one kind or 
another. For brief periods, when international demand 
was high, Burma, Pakistan and Thailand all appear to 
have succeeded in securing premium prices for their 
commodity exports. Colombia was successful in dis- 
posing of its coffee stocks under favourable market 
conditions, until the period of cyclical over-supply 
began in 1956/57. Brazil’s success with cocoa depended 
greatly upon the size of the following African crop, 
over which it had no control. Brazil’s experience with 
coffee, however, was much less favourable than that of 
Colombia, the trend in consumption patterns having 
been against Brazil.59 


In all these cases, moreover, the benefits must be 
weighed against the costs. It may have been partly in 
response to Pakistan’s policies that India doubled its 
efforts to develop domestic jute production to the 
point of self-sufficiency, while substitutes made further 
inroads on the market for jute products in the indus- 
trial countries. Production of rice was stimulated in 


rice importing and marginal rice exporting countries, 
while relatively favourable wheat price ratio led in 
some countries to higher consumption of wheat in 


relation to rice. Similarly coffee production grew 
rapidly in Africa and Central America. 


Moreover the costs of financing the withholding of 
supplies proved to be extremely heavy. Pakistan was 
ultimately compelled to abandon its domestic price 
support programmes; while Burma and Thailand, after 
sustaining substantial financial costs, reduced their 
government contract prices in order to halt the rate of 
accumulation of rice stocks. There can be no doubt of 
the strain on the economy of Brazil imposed by coffee 
stockpiling. 


Efforts by a country to achieve a special price (and 
hence possible stability) for its own exports without 
attempting to control the world price structure en- 
counter perhaps even greater difficulties. Trading ar- 
rangements are required whereby sales are made 
through conventionalized channels, with the possi- 
bility of different prices prevailing in the different 
markets. Although a number of commodities are traded 
in this manner, the possibilities of achieving signifi- 
cantly differential prices are sharply limited. During 
periods of adequate supplies there is apt to be sufficient 
competitiveness among the different markets to elimi- 
nate such differentials for nearly all commodities. Only 
in unusual situations is a policy aimed at this objective 


59 Recently the shift in the pattern of consumption towards 
instant coffee has had an unfavourable effect upon the demand 
for Colombian coffee as well as for Brazilian coffee. 
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likely to be at all effective: Argentine foodstuffs during 
the post-war period of extreme shortage, Chilean cop- 
per during the Korean conflict and the subsequent 
shortage extending through 1955, Ceylonese rubber 
when sales to mainland China by other exporters were 
restricted. Situations of this sort have generally 
occurred when prices were high, and policies adopted 
to obtain better prices have consequently added to the 
fluctuations rather than contributing to stability. 


The general absence of national policies which might 
be expected to contribute to short-term stability is due 
not only to the difficulties of following such a policy, 
but also, and perhaps to an even greater degree, to the 
conflict of this objective with the current needs and 
desires of most of the commodity producing countries. 
These countries are generally in great need of addi- 
tional foreign exchange availabilities and are thus 
reluctant to forgo any immediate gain in the interests 
of achieving stability. Argentina, for example, might 
have hoped to achieve greater stability by entering into 
the International Wheat Agreement during the imme- 
diate post-war period; but the possibility of achieving 
immediate gains by remaining outside the agreement 
presented itself, and this course was chosen. Or again, 
in those countries where exchange receipts depend on 
the sales of exchange by foreign-owned companies 
rather than on the value of exports, greater stability 
could be obtained by adopting tax policies yielding 
relatively steady returns. But the desire to participate 
in any immediate gains has led to an increasing depend- 
ence on profits taxes, and resultant instability; in Chile 
the extreme was reached in which the Government 
took over in its entirety the gains and fluctuations re- 
sulting from price changes. Especially in view of the 
costs and uncertainties involved, it is not likely that 
many of these countries can be expected to undertake, 
on their own, policies designed to achieve stability of 
their earnings from commodity exports at the cost of 
forgoing possible short-term gains. 


POLICIES DEALING WITH THE DOMESTIC IMPACT 
OF INSTABILITY 


It has been seen that the scope for primary produc- 
ing countries to influence the external price of their 
few countries have adopted measures seeking to inter- 
fere with international market forces; and while 
government policies of this type have been rather more 
prevalent among Latin American countries than among 
those in Asia or Africa, the attempts have everywhere 
met with at best qualified success. On the other hand, 
the possibilities of limiting the impact on the domestic 
economy of excessive fluctuations in export proceeds 
are much more extensive, and policies aimed at 
achieving this end have been widely adopted. 


At the extreme, it is conceptually quite possible for 
a country to aim at the complete insulation of the 
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domestic economy from such external fluctuations. 
An attempt could be made to estimate the trend of 
exchange earnings, and through the use of policies of 
the sort discussed below, domestic incomes in the ex- 
port sector could be kept at the level consistent with 
such a trend. Similarly, foreign exchange expendi- 
tures could be held at the same level, through measures 
controlling general income levels, or through direct 
control of the foreign exchange made available. In 
practice, however, such a complete insulation is likely 
not only to prove difficult to approximate, but also to 
conflict with other objectives. The difficulties of esti- 
mating a trend are patent, and a bad guess could prove 
very costly. Probably of more importance, since any 
effort in the direction of greater stability must face 
this difficulty, is the fact that current needs are so 
pressing in most of the primary producing countries 
that it is extremely difficult to resist these needs and 
to set aside the substantial sums required during 
periods of favourable earnings to allow for the periods 
of reduced earnings which may occur in the future. 
Thus, there has been no general effort to control 
import totals in this way. Available data suggest that 
import volumes during the post-war period have fol- 
lowed fluctuations in export earnings relatively closely, 
with only a rather brief time lag. 


Although imports have been extensively controlled 
in the primary producing countries, these efforts have 
largely been aimed at keeping the total within the 
limits consistent with the maintenance of at least a 
minimum level of reserves, and at influencing the 
composition of that total. In general, there has been a 
desire to protect the level of capital goods and materials 
imports required for a contimut ronomic 
growth; but conflicting needs have frequently rendered 
this impossible within the limitations of existing ex- 
change availabilities. Severe shortages of consumption 
goods, especially in those countries which find them- 
selves on the border line of self-sufficiency in food- 
stuffs, combined with desires to make available basic 
necessities at low prices, have often dictated other 
policies. 


In addition to measures aimed at controlling the dis- 
posal of foreign exchange, there has been avery wide- 
spread use of measures affecting the im Pekin tte 
tions in export prices upon incomes receiver the 
nutery afoducma mul GAomete eeter Te producing and exporting sector of the econ- 
omy. The motives whieh have Tel eevee to 
adopt these measures are complex and not readily dis- 
entangled; they include such goals as the stabilization 
of producer prices; the protection of consumers from 
sharp changes in the cost of living; the maximization 
of government revenue; and the containment of 
inflationary forces. 


As previously noted, the position of the commodity 
export sector®? in the under-developed countries has 


60 There is an important distinction to be made in many cases 


been a significant factor influencing the nature and 
objectives of government commodity policy in the 
domestic sphere. It has inspired two divergent atti- 
tudes. From the viewpoint of the domestic economy, 
the relatively advanced economic position of the export 
sector has led to the belief that it can contribute a 
substantial share of public revenue needs. On the 
other hand, when viewed in relation to the world 
market, the sector has seemed weak, and has received 
aid on the premise that this was necessary to retain or 
improve its competitive position. Depending on the 
varying state of the international market during the 
post-war period, therefore, one or the other of these 
attitudes conditioning government policies has come 
into play. When world market conditions were favour- 
able, as they were almost without exception during the 
Korean conflict, for example, governments were rather 
exclusively aware of the strong position of the export 
sector aad the Pancral poeta one eae vary- 
ing degrees of taxation, often specially designed to 
affect only that sector of the economy. When, on the 
other hand, world market conditions deteriorated, as 
has been the case with respect to Many commodities in 
recent years, official attention was increasingly con- 
cerned with the weakness of the export sector vis-a-vis 
world market forces. Taxation was reduced, measures 
were taken to improve competitive positions, and in 
some cases subsidies were even granted. The composite 
result of these policies has in many instances been at 
least some reduction in the instability of domestic 
export prices, even though this may not have been a 
major policy objective. However, in some countries the 
reduction of instability was a direct aim of commodity 
policy. 


Another consideration that has been a continuing 
influence on the commodity policies of some govern- 
ments is the fact that the export products in their 
particular countries are also important items in the 
domestic consumption pattern; the chief examples are 
rice, wheat and meat. In such cases governmental con- 
cern with the domestic retail price as a component of 
the cost of living is apt to become an important factor 
in the determination of policies affecting domestic 
producer prices. 


: In pursuing the objectives described above, the 
Governments of primary producing countries have em- 
ployed a variety of techniques either singly or in com- 
bination. And over the post-war period the operational 


between producers and exporters. Where production is carried 
on by large-scale units, as is the case with minerals and petroleum 
peesnetion, and with estate agriculture, the distinction tends to 
ye blurred or of little import. Where, however, production is 
largely on a small scale there are often differences between 
developments among producers on the one hand and exporters 
on the other. In some instances government policy has been 
framed largely with this in mind. In practice, however, it is not 
always possible to trace the impact of government measures on 
the appropriate sub-sector, so that it becomes necessary to con- 
sider the two in combination as the export sector. The existence 
of a marketing board can normally be assumed to supplant the 
private exporter. 
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details of the measures have undergone frequent 
changes in accordance with developments in the state 
f the external market or domestic economy. In many 
espects the ultimate impact of the different measures 
apon producers’ prices, changes in supply and govern- 
ent revenue are markedly similar. It is useful, never- 
vheless, to distinguish two broad types of_ policy 
rechniques—marketing boards and similar_ trading 


agencies, on the one hand, and export taxation and 
exchange rate policy on the other. The distinction 
»etween the two types of policy is based, roughly, upon 
the degree and the manner in which they modify the 


wricing and income distribution process of the 
~conomy. 


Marketing boards and similar trading agencies 


Of the various instruments employed by primary 
eroducing countries to influence the domestic distribu- 
‘ion of receipts from commodity exports, the govern- 


ment trading agency or marketing board has been the 
most far-reaching. The use of this type of marketing 
sustitution permits the prices received by commodity 


oroducers or exporters to be more or less severed from 
hose ruling in the international market. Both the 
domestic commodity price level and its variation over 
time can be transformed from unknown variables to 
<nown constants, since prices are fixed in terms of 
local currency by administrative decision. The sever- 
ance of the link between domestic and external prices 
is achieved by requiring all producer sales to be made 
to an official agency which in turn becomes the single 
WeeSer supply to all markets Alternatively = 
iar ic atiirt Galeisy be conferred upon 
the official agency which then purchases those supplies 
not absorbed by the internal market at the established 
price. In practice, domestic trade has usually been left 
in private hands, but the government agencies have set 
fairly narrow boundaries within which private traders 
could operate and have themselves performed most of 
the basic marketing tasks connected with the export 
trade. 


Thus the marketing board type of policy instrument, 
more than any other, lends itself to a complete stabiliza- 
tion of producers’ prices, where this is the desired 
objective. At the same time, it effectively determines 
the distribution of income from commodity exports as 
between the export sector and the government, and, 
within limits, fixes the price paid by domestic con- 
sumers of the product. 


Marketing boards or similar official trading agencies 
have been established in many primary producing 
countries throughout the world, including high per 
capita income countries such as Australia and New 
Zealand. The circumstances which have induced 
government intervention in the marketing of export 
commodities, and, therefore, the policy objectives 
pursued, have varied widely. At the same time, the 


impact of the operations of marketing boards upon the 
domestic economy has been a direct function of devel- 
opments in the international commodity market. 


Among the primary producing countries, particu- 
larly in Asia and Africa, the conditions under which 


commodities are produced and marketed have generally 
been such as to place the small-scale producer in a 


distinctly disadvantageous position vis-d-vis__ the 
Senta tig sidlaasa iatenanis eens ced 
The desire to protect primary producers has con- 
tributed to government intervention in the marketing 
of primary export commodities in the independent 


countries of Burma, Egypt, Ghana, Indonesia, Pakistan 
and Thailand, as well as Nigeria and other African 
territories. The marketing boards provide the producer 
with an opportunity to sell all his produce at a fixed 
price or guaranteed minimum price throughout the 
year or harvesting season. And in order to make 
official prices effective, the government trading agen- 
cies have established their own buying stations, as in 
Burma, Ghana and Nigeria; elsewhere—Ceylon, Indo- 
nesia and Pakistan—government agents, frequently 
co-operative societies, have been appointed to admin- 
ister government price policies. In a number of coun- 
tries, the expectation that producers’ interests would be 
better served by nationalizing the export trade has been 
a related consideration in the establishment of a 
government export monopoly or at least a system of 
effective government control over the export trade 
(Burma, Ceylon, Indonesia, Pakistan, Thailand). In 
taking steps to protect the small-scale producer, 
marketing boards have adopted measures which at the 
same time have contributed to producer price stabili- 
zation. 


Wherever the export commodity has also been con- 
sumed domestically on a significant scale, the opera- 
for the prices paid by consumers. For most of the post- 
war period, Argentina’s government trading agency— 
Instituto Argentino de Promocién del Intercambio 
(IAPI)—adopted measures in respect of wheat, fats 
and oils and meat, which were clearly designed to 
insulate domestic retail prices from those obtaining in 
the international market, particularly during the 
periods when the latter were relatively high. Retail 
prices were controlled, frequently at levels below the 
cost of production, and subsidy payments from IAPI 
were made to cover deficits where they were incurred. 
In the major rice exporting countries, the State Agri- 
cultural Marketing Board of Burma and the Rice Office 
in Thailand exercised monopoly control over a volume 
of exports determined only after domestic rice needs 
were provided for. The object was to insure a level of 
domestic availability consistent with the maintenance 
of low rice prices. In Burma, the Board also undertook 
retail sales at low fixed prices whenever it was felt 
necessary to counter upward pressures owing to local 
shortages. In Thailand, the operations of the Rice 
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Office—in 1951, for example—enabled it to maintain 
a differential of almost 100 per cent between the 
domestic and the external price of rice. The Indonesian 
Copra Fund, by monopolizing the buying and selling of 
copra in the eastern provinces, was able to pursue a 
stabilization price policy for such important consumer 
products as coconut oil, soap and other copra prepara- 
tions. In adopting measures to protect domestic con- 
sumers, the marketing boards have frequently been in 
conflict with other objectives; yet consumer interests 
appear to have been assigned a high priority in govern- 
ment policy objectives, and the marketing board type 
of policy, more than others, seems to have been suited 
to the achievement of this goal. 


A most important function among those assigned to 


marketing boards by the primary producing countries 
has been that of serving as an instrument for taxing— 


and on rare occasions, subsidizing—the export sector. 
The export sector is implicitly taxed to the extent that 
internal prices are fixed below those ruling in the inter- 
national market; the level of taxation then varies auto- 
matically with variations in world price. So long as the 
world price remains high and in excess of the domestic 
cost structure, the board can pursue a domestic price 
policy which would simultaneously satisfy a number 
of its objectives. Where, however, world market prices 
decline substantially, or domestic production costs 
increase materially, difficulties are apt to arise; certain 
objectives are found to conflict with one another or 
with essential requirements of the economy. The 
diverse experience of marketing boards in Argentina, 
Ghana and Burma will serve to illustrate the role of 
government trading agencies in implementing official 


policy. 


Until recently, most of Argentina’s export com- 
modities have been marketed through the government 
trading-agency. The agency’s control was largely con- 
cerned with the export trade, and internal marketing, 
with a few exceptions, was left to private channels. 
IAPI policy, upon its establishment in 1946, was 
clearly designed to take full advantage of the favour- 
able world market for the country’s major exports; at 
the same time it sought to hold domestic producer 
prices at a “reasonable” level related to official com- 
putations of costs of production, but one which did not 
reflect external market developments. The first few 
years of the board’s operations produced rather 
spectacular results. In 1947 and 1948 the [API export 
price was nearly three times the domestic procurement 
price for wheat, and two and one-half times that for 
maize. The enormous profits that resulted from this 
policy were used to finance a major share of the 
Government’s five-year plan. In addition to the operat- 
ing profits, the foreign exchange received by [API was 
sold to the Central Bank at the low official rate, which 
in turn provided exchange for low-cost imports, or, 
alternatively, was resold at higher rates to yield further 
profits. 


As early as 1949, however, adverse trends began to 
develop. The greatly enhanced inflationary pressure 
which over the period from 1948 to 1951 saw prices 
rise by between 30 and 2) per cons Pe one also 
meant a rapid rise in agricultural production costs. The 
subsequent upward adjustment of IAPI purchase 
prices conflicted with the official policy of holding 
down the cost of living, and in the event, the marketing 
agency was called upon to subsidize the key consumer 
items. At the same time, export receipts began to 
experience heavy weather. Prices received for the 
major agricultural exports declined substantially in 
1949 and again in 1950, and although they remained 
above IAPI procurement prices, government revenue 
expectations virtually collapsed. By 1954, after a 
further decline in world prices, [API was incurring 
substantial trading losses. In addition, the inability to 
reconcile conflicting policy objectives contributed to 
the decline in exports and in export production as well. 
Encouraged by subsidized prices, domestic meat con- 
sumption rose rapidly, and export availabilities were 
reduced during years when additional supplies could 
readily have been disposed of at advantageous prices. 
Anxiety over production levels led to regular upward 
adjustments in the fixed crop prices paid to producers, 
but these failed to keep pace with the rate of advance 
of domestic inflation so that real producer prices in 
general declined or remained at low levels. It seems 
probable that the low level of producer-prices-was an 
important factor contributing to the stagnation and 
decline of Argentina’s agricultural production for 
export. 


With the advent of a new Government at the end of 
1955, efforts have been made to reduce the real burden 
imposed upon the agricultural sector, and the attempt 
to sever export incomes from world prices with a view 
to transferring incomes out of the export sector has 
been gradually abandoned. 


A rather different picture of the functioning of a 
marketing board emerges from the experience of the 
Cocoa Board in Ghana. From pre-war years to 1953, 
the world price of cocoa increased some 600-per-cent 
and in real terms it was two and a half times the pre- 
war level. In 1954, there was a further increase of 
approximately 60 per cent in prices, and while that 
peak was not maintained, the average price in the 
following years was equal to the 1953 level. At the 
same time, the costs of production have increased 
relatively little over the post-war period, and the 
Board has not been directly confronted with the in- 
ternal costs of consumer protection. Under these 
circumstances, it is not surprising to find that the 
operations of the Cocoa Board have been successful in 
achieving many of the objectives of government policy. 
Beginning with the 1944/45 season, producer prices 
were increased steadily until 1948/49. Thereafter, 
procurement prices have been varied annually within a 
narrow range and around a slowly rising trend. The 
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Board’s external price policy has been relatively passive, 
since it has not intervened to fix terms of sale or with- 
hold stocks for any length of time. Nevertheless, in 
nearly all years the cost of cocoa to the Board has been 
substantially below its sales price, and large operating 
profits have resulted. 


One of the important considerations underlying the 
policies of t a- 
tion, in view of the sensitivity of domestic food prices 
and the cost of living to fluctuations in income in the 
cocoa producing sector. During the early post-war 


years this consideration was particularly important 
since consumer goods were in short supply; it was re- 


inforced by the belief that the prevailing high world 
cocoa price was only a temporary phenomenon and 
that it was desirable to build up reserves in anticipation 
of future lean years. For some years, therefore, the 
Cocoa Board in Ghana operated essentially as a stabili- 
zation or buffer fund, and represents, along with the 
Copra Fund in Indonesia and the Gezira Board in the 
Sudan, one of the few instances of this type of stabiliza- 
tion scheme among the under-developed primary pro- 
ducing countries. Increasing concern with the need for 
vigorous development policies, however, caused the 
importance of the stabilization fund principle to wane. 
As it became increasingly clear that the reserve funds 
were more than adequate for maintaining farm prices, 
and as government revenue needs expanded, more and 
more of the funds were diverted to finance the Govern- 
ment’s development programme and even current 
expenditures. In 1957, the Government officially made 
the funds of the Cocoa Board available for purposes of 
economic development. 


Given the favourable market environment in which 
the Cocoa Board in Ghana operated, the objectives of 
stabilizing producers’ prices at a rather low level and 
of providing a ready source of government revenue 
have been achieved relatively easily. In evaluating 
these achievements, however, it should be noted that 
the operations of the Board cannot be regarded as 
having stabilized producers’ incomes to the same degree 
as prices, since no effort was made to offset the effect 
of continuing fluctuation in the volume of production. 


The experience of the government trading agency in 
Burma falls somewhere between that of JAPI in 
Argentina, on the one hand, and the Cocoa Board in 
Ghana, on the other. Burma, one of the major rice 
exporting countries, has comprehensively controlled 
the marketing of rice throughout the post-war years. 
Its trading agency operated in a world market environ- 
ment which for the first half of the post-war period was 
characterized by a fundamental rice shortage; since the 
early nineteen fifties, however, supply has been brought 
into better balance with demand, and international 
prices have been adjusted downwards. While the 
fluctuations in the rice market have affected the profit- 
ability of the operations of the State Agricultural 


Marketing Board (SAMB), it has nevertheless con- 


tinued to pursue the original objectives assigned to it. 


The objectives of the State Agricultural Marketing 
Board have more or less explicitly been set out. They 
include: to guarantee minimum prices to rice culti- 
vators to protect them from the operations of middle- 
men traders, millers and creditors as well as from any 
violent fall in prices; to serve as an instrument of 
taxation, particularly to collect land taxes which had 
become difficult to assess directly, and thereby to 
transfer to the State profits which would otherwise 
accrue to private individuals; and finally, by controlling 
trade in the dominant sector of the economy, to stabi- 
lize the cost of living and to remove inflationary demand 
pressures where they arise. 


To achieve these objectives, the SAMB pursued a 
vigorous policy in the export market. As pointed out 
earlier, it sought to influence the terms of rice export 
contracts to Burma’s advantage. Domestically, the 
Board fixed two key prices for rice destined for export 
—that paid by the miller or the Board to the cultivator, 
and that paid by the Board to the miller. These prices 
have been held constant since 1947. By virtue of the 
fact that rice export volumes are determined only after 
a sufficient supply for domestic requirements is en- 
sured, the Board is able to exert a powerful indirect 
influence towards maintaining low domestic prices. 
The Board also undertakes direct sales to consumers in 
the event of local harvest failures or late-season 
shortages. 


The Marketing Board’s pricing policies led to an 
annual accumulation of trading profits, which in some 
years were substantial. Profits moved directly in line 
with the index of export unit values and, while the 
latter declined following the peak reached in mid-1953, 
at no time did they fall as low as the estimated level 
of the Board’s unit cost. From these profits the Board 
has provided, on the average, somewhat more than 
30 per cent of government revenues during the post- 
war period. The policies pursued by the SAMB also 
appear to have contributed to the relative stability in 
the cost of living in Burma. 


While internal stability and buoyant government 
revenues have been secured largely at the expense of 
the rice cultivator, this has been accompanied by 
reductions in rents; at the same time the Government’s 
investment programme has brought about important 
increases in agricultural productivity. However, the 
influence of low fixed producers’ prices on supply is 
apparent, since rice production in 1956/57 had not yet 
recovered the pre-war level of output, though the 
effect of continued civil unrest represents an important 
additional influence depressing rice production, More- 
over, the relatively low domestic rice prices led to an 
increase in per capita domestic consumption and thus 
reduced the rice supplies available for export. 
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Burma’s experience was similar to Argentina’s in 
that the Marketing Board was ultimately confronted 
by a sharp decline in export receipts. But in Burma 
there was no accompanying squeeze from increasing 
domestic production costs; also absent was the financial 
burden arising from the need to subsidize domestic 
consumption. The divergent experience of the two 
countries is also to be attributed in large part to the 
nature of production and marketing of rice compared 
with Argentina’s major exports. Rice cultivation is in 
the hands of small-scale farmers, comprising the major 
part of the population, who consume a high proportion 
of their own output. Thus, some substantial part of 
any increase in rice production represents an increase 
in the supply of the basic food staple and the achieve- 
ment of a rise in the standard of living. This is reflected 
in the fact that in 1956-1957 per capita rice consump- 
tion in Burma was one and a half times greater than 
the pre-war level. The relevance, therefore, of price- 
cost relationships or commercial considerations to the 
Burmese rice cultivator is restricted to a small part of 
his total output, and low fixed producer prices do not 
evoke the response that might be expected in a more 
highly market-oriented agricultural sector, as is found 
in Argentina. 


Export taxes and exchange rate policy 


In comparison with marketing boards, other policy 
instruments do not possess the same ability to exercise 
comprehensive control over the production and mar- 
keting of primary products. In certain circumstances, 
it would be possible to design a system whereby target 
domestic market prices could be sealed off from move- 
ments in international market prices, the differences 
being taken up by export tax or exchange rate varia- 
tions. Apart from the legislative and administrative 
complexities involved, however, the inherent limita- 
tions of these measures, particularly the uncertainty of 
incidence and, therefore, of the degree of penetration 
to the various stages of production and marketing of a 
commodity, reduce their comprehensiveness compared 
with that of a marketing board. 


Furthermore, while the operations of marketing 
boards have included both taxing and subsidizing 
functions, export subsidies, while not unknown among 
primary producing Countries, are relatively rare 
phenomena. The rather general reluctance, in practice, 
to vary exchange rates, places still greater restrictions 
on the flexibility of this policy instrument. In particu- 
lar, there are almost no instances in which the export 
rate has been appreciated, so that when world prices 
move up erilehseicare Goleneece kee 
domestic- “price from_rising proportionately. Partly 
because of these limitations, exchange rate and export 
tax policies are frequently used in conjunction or are 
even combined with a policy of the marketing board 
type. 


Export taxation has prevailed more widely in Asia 
and Africa than in Latin America. Where export taxes 
were introduced early in the post-war period, they 
generally took the form of specific taxes—a levy per 
unit of quantity exported. With the sharp rise in world 
commodity prices that attended the outbreak of hostili- 
ties in Korea, it became apparent that specific or even 
ad valorem duties were limited in the extent to which 
they could keep pace with the advance in external 
prices and many countries—motivated in addition by 
the search for increased sources of revenue—took 
steps to increase the progressivity of export duties. For 
example, in Ceylon, Ghana, Mexico, Nigeria, Pakistan 
and Thailand, specific duties were subjected to frequent 
administrative changes in an attempt to transfer at 
least a proportionate share of the rising export proceeds 
to the Government. In Indonesia, ad valorem export 
duties were also varied by administrative decision. 
However, it proved to be administratively difficult to 
make rapid adjustments to the changes in the external 
market circumstances and export duty rates tended to 
lag behind the movement of world prices. 


In an attempt to circumvent this difficulty, such 
countries as E] Salvador, the Federation of Malaya, 
North Borneo, Sarawak and Thailand introduced a 
system of sliding-scale or “slab” export duties. For 
example, the Malayan export duty structure for rubber 
currently consists of four schedules, of which the first 
two are on a sliding-scale basis and are tied to move- 
ments in the price of rubber. The first schedule pro- 
duces the bulk of government revenue from export 
levies on rubber, while the second schedule, intended 
as an anti-inflationary device, comes into effect only 
when the market price of rubber exceeds a certain 
limit. The remaining two schedules are specific duties 
earmarked for research and replanting respectively. 


Export duties have been used essentially as an instru- 
ment of taxation with the object of transferringincome, 
especially windfall profits, from the export sector to 
the Government. Their role as “an effective fiscal 
weapon is clearly apparent in Malaya where revenues 
from the anti-inflationary second schedule were held in 
the form of a reserve fund to be disbursed when 
external prices declined. Elsewhere the deflationary 
effect of export taxes imposed during periods of rising 
export earnings has depended upon the level and 
composition of government expenditure, and the extent 
to which the export tax has diverted to domestic con- 
sumption supplies that would otherwise have been 
exported abroad. Within the export sector, the impact 
of the duties on external trade is a function of the 
incidence of the tax, that is, of the extent to which the 


exporter can pass the burden-of the tax to others 


primary commodities in the post-war period no doubt 
permitted some part of the tax burden to be shifted 
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‘onto foreign consumers, if only for a short period. In 


= 


general, however, as is pointed out by the Taxation 
Commission of Ceylon, it is the primary producer of 


- agricultural products who bears the major part of the 


export tax burden. 


The use of exchange rates to influence domestic 
incomes in the export sector has been much more 
widespread among the Latin American countries than 
in other areas. This is due, in large degree, to the 
limitations inherent in the use of such a policy. Given 
the reluctance in practice to appreciate the exchange 
rate, the use of this instrument has a wide range of 
effectiveness only in those countries where there has 
been a substantial degree of inflation, since only under 


such conditions is the Government in a position to in- 


crease the implied tax on exports as well as to reduce 
it. Among the primary producing countries, inflation 
has been most rapid in the post-war period in South 
America, and every country in that continent has used 
a multiple exchange rate system at one time or another 
during these years. Elsewhere, Indonesia, Thailand, 
and Turkey are the principal examples of countries 
which have used multiple exchange systems for this 
purpose, and substantial domestic inflation has been 
present in each case. 


Rather serious difficulties have been encountered in 
the use of the export exchange rate as a policy device 
for influencing the domestic price. In view of the 
reluctance to make frequent changes, the results 
obtained depend to an important degree on two rela- 
tively independent factors—movements of the world 
price, and the rate of internal inflation. Depending on 
the constellation of these factors in any particular case, 
producers in different countries or even producers of 
different commodities within a single country could be 
affected in divergent ways even though the basic 
objectives may have been the same in all cases. 


This can be illustrated by contrasting developments 
in Brazil and Colombia. Both countries held their 
export rate virtually stable from pre-war to 1951. In 
Brazil, however, the cost of living rose fourfold from 
pre-war to 1948, while in Colombia the increase was 
about two and a half times. Since the rise in the world 
price for their coffees was roughly the same—about 
threefold—the same exchange rate policy produced 
quite different results: some decline in the real value of 
the domestic currency proceeds of coffee exports in 
Brazil, but an increase in Colombia. In Brazil the cost 
of living was stable from 1948 to 1950, while the world 
price Tor its coffee more than doubled, with a conse- 
quently similar increase in the real domestic price. In 
Colombia, on the other hand, the cost of living rose 
30 per cent, and there was a lesser increase in the 
world price of Colombian coffee so that the increase 1n 
the real domestic price in Colombia was less than half 
of that which occurred in Brazil. 


A further difficulty is that the export rate is a part of 


the entire exchange rate structure, and this structure 
is determined by a number of factors other than policy 
regarding domestic producer prices. These other 
factors will generally predominate, and on occasion it 
may not be feasible to separate the export rate com- 
pletely from the general structure. For example, the 
Brazilian exchange rate was devalued in October 1953, 
and although the coffee rate was devalued less than 
other rates in the system, it was still felt necessary to 
grant a devaluation of over 25 per cent at a time when 
world coffee prices were rising rapidly. Similarly, when 
Colombia devalued early in 1951, while the coffee 
export rate was the lowest in the new structure, it was 
depreciated by over 10 per cent and provision was 
made for continuing monthly depreciation until it 
was again on a par with other rates. 


At the other extreme, an export rate too far out of 
line with the general structure may also cause serious 
problems. A large difference in rates encourages ex- 
porters to understate exchange earnings or engage in 
contraband trade in order to avoid turning the ex- 
change in at the low official rate. Difficulties of this 
sort have been encountered, for example, in Brazil and 
Colombia during recent years, and in Indonesia during 
much of the post-war period; but this is a difficulty 
present in all forms of high taxation. 


An exchange rate that is too far out of line is also 
in danger of obscuring the realities of a situation. For 
example, prior to the 1956 reform, the export rate 
applied to the nationalized mining operations in Bolivia 
was only a fraction of that which would have prevailed 
under any realistic valuation. Since dollar earnings 
were converted at this rate, the result was that very 
large losses were regularly incurred, and these were 
financed by loans from the Central Bank. The exchange, 
which was sold to the Central Bank at the low rate, was 
then available for very cheap imports, or resold at a 
large profit which went to finance the government 
budget. As a result the entire fiscal picture was need- 
lessly obscured, statements regarding the profitability 
of the mining operations were rendered largely mean- 
ingless, and it became at best difficult to make rational 
choices in the expenditure of foreign exchange and 
domestic currency. In Chile the rate at which the large 
copper companies were required to sell dollars to the 
Central Bank to obtain the domestic currency needed 
to meet local production costs was held far below the 
rest of the exchange structure until the 1955 reform. 
The result was that purchases within Chile were made 
to appear artificially expensive to the copper com- 
panies, and they were discouraged from making such 
expenditures during years when Chile was very short 
of available exchange. 


Taken together, these difficulties have rendered the 
export rate relatively ineffective as a policy instrument 
for stabilizing domestic incomes in the export sector. 
It should be stressed, however, that this was seldom 
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the basic motivation for the introduction of multiple 
exchange rate systems, and that the above evaluation 
of such systems is therefore in terms of an objective 
for which they were not primarily intended. More 
important aims of these systems were to discriminate 
among different types of imports, or, in the case of 
some of the mineral and petroleum producing countries, 
to levy a form of tax against the corporations which 
produced and exported these items. 


Stabilization and government policy 


The foregoing discussion of policy measures shows 
that there has been a wide diversity of experience 
among the primary producing countries in the extent 
to which they have succeeded in reducing the impact 
of instability on the export sectors of their economies. 
The degree of success has varied roughly in accordance 
with the kinds of policy technique employed, the 
vigour with which the objective was pursued and the 
particular market environment within which policies 
were required to operate—at times facilitating and at 
other times frustrating the achievement of policy aims. 
In general, where the goal of domestic price stabiliza- 
tion was clearly placed in the forefront of government 
policy, instruments were at hand to implement such a 
policy. Many primary producing countries, however, 
appear to have regarded the costs of a vigorously 
pursued price stabilization programme as excessively 
high, particularly where it may have come into conflict 
with other policy objectives. 


A limited, but nevertheless important, kind of 
stability was achieved in those countries which estab- 
lished and effectively supported a fixed or minimum 
price over the crop season. The significance of this 
policy is particularly great where a large part of the 
export crop is produced by small-scale enterprises and 


where the marketing volume tends to be concentrated 
within a relatively brie! period af tmme—imring the 
season. The resulting seasonal fluctuations in prices 
often operate to the detriment of the small producers. 
As previously noted, the desire to eliminate extreme 
seasonal fluctuations in price was an important motiva- 
tion in the establishment of marketing boards in several 
countries. Stability of this kind has been achieved, in 
large measure, in such countries as Argentina, Brazil, 
Burma, China (Taiwan), Colombia, Egypt, Ghana, 
Indonesia and Nigeria. 


Apart from seasonal fluctuations, instances where 
export commodity price movements have been stabi- 
lized in an absolute sense are very rare. Burma’s ex- 
perience is exceptional in that money prices paid to 
rice producers by the SAMB were held constant 
throughout the post-war period. In real terms, of 
course, prices received by the rice farmer moved in- 
versely with changes in the cost of living, but these 
were, on the whole, relatively moderate. 


While absolute stability was rarely approximated, 


there were many instances where a measure of price 
stability was achieved in the sense that domestic price 
fluctuations were smaller in magnitude than those 
recordéd in the world price for the export commodity. 
Where this was secured through the employment of a 
State trading agency, it reflected directly one of the 
essential aims of this type of policy instrument. 
Movements in domestic prices were virtually divorced 
from those occurring in the international market, and 
fluctuations in the former tended to be confined within 
narrower limits. 


The stabilizing role of marketing boards is illustrated 
in chart 9, where, for three different commodities, the 
movements in domestic or local currency prices re- 
ceived by the export sector are compared with the 
United States dollar prices ruling in the international 
market.®! The price stabilization effect achieved in 
Burma is strikingly obvious; in contrast to the fixed 
official procurement price set by the Board the world 
price for Burmese rice has fluctuated markedly. While 
not as readily apparent, the movements in domestic 
prices for wheat in Argentina and cocoa in Ghana 
have also been constrained relative to their respective 
world prices, particularly in the latter part of the 
period. In both countries domestic prices in the early 
post-war years moved approximately in line with world 
prices in terms of direction and relative magnitude of 
change. The apparent association between the two 
price series in Argentina and Ghana during these years 
is attributable to special circumstances rather than to 
the existence of a causal connexion between the 
domestic and world price. In Argentina, it reflects the 
failure or inability of IAPI to adjust producer prices 
sufficiently rapidly to offset soaring costs of production, 
with the result that real prices received by the wheat 
exporting sector declined sharply until 1950, and re- 
mained relatively stable thereafter. In Ghana, the 
almost continuous rise in prices paid by the Board to 
cocoa producers between the end of the Second World 
War and 1951 represents a process of upward adjust- 
ment following the long period of price restraint im- 
posed during war time. Since the early nineteen fifties, 
however, a significant degree of price stabilization has 
been achieved. 


In general, it may be inferred that among the primary 
producing countries which have employed either ex- 
port taxation or exchange rate adjustment as major 
policy instruments, the objective of domestic price 
stabilization was not foremost among the Government’s 
policy goals. In relying on these types of policy instru- 
ment, Governments implicitly chose to exercise only 


_ © Given the continuous and substantial rise in domestic prices 
in Argentina over this period, it was necessary to deflate the 
domestic wheat price by a general price index in order to provide 
a meaningful series for comparative purposes. While official 
procurement prices were used for both Burma and Ghana, the 
wholesale price in Argentina was taken as the best available 
indication of the effective price received by the export sector in 
that country. 
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Chart 9. Relationship between Marketing Board 
and International Commodity Prices* 
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indirect control over the export trading sector, and 
compared with the role of marketing boards, this meant 
a less certain impact upon domestic price stabilization. 
The wide range of experience in reducing the influence 
of external price instability on the export sector in a 
number of primary producing countries is illustrated 


in charts 10 and ll. ~ 


In chart 10, the relative movement in export tax 
rates and world prices is shown for six different _in- 
stances. The effective export tax rates represent the 
ratio of export tax revenue from a particular com- 
modity to its total export value, while world prices for 
the same commodity are expressed in terms of United 
States dollars as in chart 9. To the extent that the 
export tax ratio varies in the same direction as changes 
in world prices over the post-war period, it may be 
inferred that prices received in the export sector were 
stabilized in some degree. The close correspondence in 
direction of movement in the two series is readily 
apparent for cotton in Pakistan and Peru and for rubber 
in Malaya. The design of the export tax system in these 
countries—whether the sliding-scale type as in Malaya 
or the administered changes in specific duty rates as in 
Pakistan—has apparently permitted the tax burden to 
move closely in line with changes in world prices and 
thereby to cushion the impact of external price move- 
ments on domestic prices received by the export 
sector. The degree of stabilization achieved was in fact 
greater in Pakistan and Peru than in Malaya because 
the magnitude of the tax changes was greater, relative 
to the changes in export earnings, in the former two 
countries. 


The positive association between changes in export 
tax rates and world prices is less obvious in respect of 
tea in Ceylon and coffee in Costa Rica, while the tax 
rate on jute in Pakistan appears to have moved in- 
versely with world jute prices, exerting thereby a 
destabilizing influence on domestic prices. 


While domestic commodity policies based on export 
taxation have, in some countries, contributed signifi- 
cantly to domestic price stabilization, the extent of 
stabilization has been less than that achieved where 
marketing boards have been used. For example, among 
the’specific instances presented above, the highest tax 
rate recorded was 26 per cent, imposed by Pakistan on 
cotton exports in 1951. For a comparable period, the 
implicit tax rate was of the order of 50 per cent in 
Argentina, Burma and Ghana. While there is no reason 
in theory why export taxes should not obtain the same 
results, if required, the fact is that in practice the 
operations of the marketing boards made it possible to 


* Marketing Board prices are local currency prices paid by 
the Board to producers in Burma and Ghana; the series for 
Argentina has been computed eh the Economic Commission for 
Latin America and represents the domestic wholesale price for 
wheat deflated by a general price index. International prices are 
in United States dollars. 

b 1947-1948 = 100. 
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Chart’1h."7 Relationship Between Domestic and 
International Commodity Prices* 
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maintain a substantially greater pricey differential 
between domestic and international prices than was 
achieved with the aid of export taxes. 


Examples of the effects on price stabilization of 
exchange rate variation are shown in chart 11, where 
domestic wholesale prices of particular commodities® 
are compared with variations in their international 
prices expressed in United States dollars. Here, ex- 
change rate variation may be taken to have contributed 
to domestic price stabilization to the extent that move- 
ments in domestic prices are found to be more moderate 
than fluctuations in world prices. It is apparent that in 
all three commodity markets domestic and world prices 
exhibit a high degree of association in terms of direc- 
tion and magnitude of change. In these instances, 
therefore, exchange rate policy has apparently failed 
to sever the link between movements of domestic and 
world commodity prices, and in consequence little 
domestic price stabilization has been achieved. As in 
the case of export taxes, it will be clear that this is due 
not so much to any theoretical shortcoming of ex- 
change rate policy as such, as to the practical inhibi- 
tions on its use which were reviewed above. 


The varied experience of primary producing coun- 
tries in attempting to stabilize domestic prices may be 
ascribed to a number of factors which are at least 
partly interdependent. Apart from variations in the 
degree of fluctuation in the various commodity 
markets, the inherent differences among the alternative 
types of policy instrument, as employed in practice, 
have had a direct bearing on the stabilization effect. 
Furthermore, the choice of instrument and the degree 
of perseverance in its application reflect, perhaps, the 
relative priority assigned by Governments to the objec- 
tive of reducing the impact of instability in the export 
sector. It is almost inevitable that amid the multiplicity 
of possible goals which any under-developed country 
might seek to pursue, the priorities assigned in practice 
should reflect a wide variety of factors in each country, 
ranging from the character of political traditions and 
evolution to the extent of dislocation experienced in 
the past through price instability. The fact that coun- 
tries appear to have set very different values upon 
domestic price stability should therefore not occasion 
undue surprise. 


62 Deflated domestic wholesale prices were used in these in- 
stances for the same reasons that were adduced in the case of 
Argentina and indicated in footnote 61. 


® Domestic prices in local currency are wholesale prices 
deflated by the cost of living index in Colombia and by a whole- 
sale price index (excluding coffee) in Brazil. International prices 
are in United States dollars. 
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Conclusion 


The impact of primary product policies in industrial 
countries has been of two main kinds. First, protective 
policies or price support policies, especially in western 
Europe but also in the United States, have reduced 
imports of a number of primary products. Secondly, 
the effect of United States support policies has been to 
increase export availabilities of certain agricultural 
products. 


In western Europe, the protective policies apply 
chiefly to agricultural products, output of most 
minerals being small or non-existent. European agri- 
cultural protection has been inspired not only by the 
desire to raise agricultural incomes but also by the 
food shortage of the war and immediate post-war 
period-as well as by the post-war European balance of 
payments situation. Post-war policy has been consci- 


Only recently has emphasis been shifted from further 
over-all expansion of agriculture to a more selective 
expansion. 


The technique of agricultural support used in 
western European countries has been such that pro- 
ducer prices are maintained well above world trade 
prices, thereby discouraging consumption as well as 
encouraging output. The chief exception to this is the 
deficiency payments system in the United Kingdom, 
although the payments have constituted a sufficiently 
large proportion of agricultural incomes to encourage 
a considerable expansion of output. 


Much of the trade restriction on western European 
agricultural imports affects intra-European trade; and 
as regards imports from outside Europe, the restric- 
tions mainly affect products exported chiefly by other 
high-income countries. Among the products exported 
mainly by under-developed countries, western Euro- 
pean protection applies chiefly to sugar, though high 
revenue duties also inhibit imports of tropical products 
such as non-alcoholic beverages. European policies 
also tend to discriminate in favour of the dependent 
territories of certain countries. 


United States agricultural policies are of a very 
different nature, even though the ultimate effects may 
be very similar to those in western Europe. The United 
States has been concerned almost exclusively with the 
protection-of farmers” incomes for its own sake and 
present policies date back to the measures introduced 


to this end in the nineteen thirties. 


However, the mechanism of agricultural price sup- 
port adopted by the United States is such that there 
has been little check to the rapid expansion of output 
which has occurred in consequence of the rise in 
productivity. As United States consumption of most 
food products has risen relatively slowly, this has led 


to the emergence of massive exportable supplies which 
do not seem to have been diminished appreciably by 
recent attempts to reduce output. 


At the producer prices prevailing in the United 
States, these supplies are exported only with difficulty, 
so that in addition to large stock accumulation, in- 
creasing use has been made of special government 
export programmes. The effect of United States policies 
has therefore been to raise the share of the United 
States in world exports of a number of agricultural 
products. In addition, import restrictions or tariffs are 
applied to certain products, such as sugar, wool and 
meat, of which United States imports would otherwise 
be greater. 


As with the European policies, however, the impact 
on the trade of primary producing countries is prob- 
ably less than on that of other high-income countries, 
for it is the latter which are the main competitors in 
the market for cereals. However, the economies of 
many of these countries, and hence their own import 
capacities, are very dependent on primary product 
exports. The increase in United States exports of other 
products, such as cotton, tobacco and oil-seeds, seems 
to have been partly matched, at least until recently, by 
growing world demand or by smaller exportable sup- 
plies in certain other producing areas. 


United States mineral policies, like western Euro- 
pean “elit eee ae been more explicitly 
directed at expanding supplies. The objectives have 
included the need to meet the requirements of long- 
term growth and of possible sudden emergencies. More 
recently, however, there has been increasing protection 
for producers in those mineral sectors which, given 
their high cost relative to foreign suppliers, suffer from 
excess capacity. The important United States interest 
in overseas production of the products concerned 
seems only to have delayed or mitigated the final 
imposition of protective devices. 


As regards the over-all impact on under-developed 
countries, the effect of United States policies is less 
certain than of Europe’s policies. For the export dis- 
posals of the United States have in many cases been of 
significant benefit to the recipient countries which are 
invariably low-income countries. Moreover, the elimi- 
nation of the present disequilibrium between United 
States production and demand at prevailing prices is, 
of necessity, a long-run problem—and the possibility 
cannot be excluded that in the long run the overseas 
needs for United States food supplies will increase. 
From this point of view the problem of United States 
agricultural surplus may be more a problem for the 
United States itself than for the rest of the world. 


While the impact of primary product policies in 
western Europe and the United States appears to bear 
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thiefly on other high-income countries, the benefits 
at could be obtained from a greater liberalization of 
ese policies are substantial for certain under- 
-eveloped countries. The marginal nature of imports of 
aany agricultural products in western Europe and the 
Jnited States is such that a modest reduction in over- 
I] output in these countries, relative to consumption, 
vould cause a proportionately very large rise in im- 
»orts. And if the industrial countries were to concen- 
‘rate any reduction in protection on products such as 
sugar and cotton, among agricultural products, as well 
»s on the protected minerals, a considerable gain to the 
-ower-income countries could be achieved with the 
minimum loss of aggregate producers’ incomes in the 
ndustrial countries as a whole and a minimum deteri- 
yration in western Europe’s balance of payments. 


Such measures would by no means, however, trans- 
orm the severity of the commodity problems experi- 
snced by most under-developed countries. Demand for 
most foodstuffs in the higher-income countries will 
continue to rise very slowly relatively to the growth of 

heir incomes, and the changing structure of their 
-conomies may well reduce the relative rate of increase 
n their demand for several raw materials. The problem 
of the instability of primary product prices is also one 
which has not been alleviated to any significant extent, 
and in some ways it has been aggravated, by the policies 
of the industrial countries. 


The failure of policies in the industrial countries to 
contribute towards a reduction in the severity of the 
commodity problem has served to impose a greater 
burden upon national commodity policies of the 
primary producing countries. The latter policies have 
essentially sought to overcome the impediments to a 
higher rate of economic growth that are imposed on 
economies with a high degree of specialization in 
primary commodity exports. 


The nature of the commodity policies pursued has 
varied widely among primary producing countries, if 
only because of the great differences in their historical 
experience of the commodity problem and in the 
attitude of Governments. National policies have also 
been related to such considerations as the particular 
market circumstances surrounding the major export 
commodities and more generally the stage of economic 
development thus far attained. The influence of these 
factors has been such as to permit broad groupings of 
countries with similar policy attitudes towards the 
export sector, and which coincide roughly with the 
geographic areas of Africa, Asia and Latin America. 


In most of the African countries economic organiza- 
tion on a monetary basis is in the earliest stages of 
development and economic growth is almost exclusively 
centred in the export sector. Given the limited alter- 
natives, commodity policy in these countries has been 
directed towards strengthening the export sector and 


at the same time has sought to diversify traditionally 
one-crop economies for both export and domestic 
consumption. To the extent that many of these coun- 
tries have developed alternative exports, or succeeded 
in increasing their share of the world market for 
particular commodities, they have achieved a rate of 
growth beyond the limits imposed by the commodity 
problem. But the logic of this development requires a 
continuously rising share of the world market if present 
rates of growth are to be maintained. Furthermore, it 
implies that commodity exports of other countries 
must increase even more slowly than the total. 


In Latin America, particularly among the major 
trading countries of that region, the drive to industrial- 
ize has been the prime concern of government policy 
since before the war. This desire was encouraged by 
the belief that the scope for continued expansion of 
primary exports was severely limited, and policies 
towards the export sector, rather than seeking to pro- 
mote the expansion of primary production for export, 
have emphasized measures of control and taxation. 
This attitude was particularly evident in respect of 
traditional export commodities. Instances of export 
promotion were mainly confined to primary products 
in the initial stage of development or where particular 
exports were losing their position in world markets. In 
recent years, however, severe balance of payments 
difficulties have led some countries to reconsider their 
policies towards the primary export sector. 


In the process of shifting the source of economic 
growth from the primary export sector to the industrial 
sector, the nature of the commodity problem confront- 
ing the industrializing countries of the region has 
altered. It has presented itself in no less severe a form, 
however, since rising domestic output has called forth 
a more than proportional increase in the demand for 
imports; and the availability of imports must still 
depend on exchange earnings from commodity exports. 
Thus countries at the stage of development in which 
many of those in Latin America now find themselves 
may not be able to escape the consequences of the 
commodity problem until such time as their export 
structure has been diversified to include manufactures, 
or their domestic industry has grown to the point at 
which it is less dependent on imports for further 
expansion. ; 


Among the Asian countries, a number of special 
factors have influenced the attitude of Governments 
towards the primary export sector. Efforts to restore, 
in certain commodities, the productive capacity des- 
troyed during the war, combined with favourable inter- 
national markets for a number of traditional exports, 
were reflected in many countries by government 
measures designed to secure an expansion in output. 
At the same time, many of the newly independent 
countries of Asia looked to the export sector as the 
most highly developed economic area within the 
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country to provide the means for achieving broad 
economic and social welfare goals. Policies of export 
promotion were therefore often undertaken alongside 
those of taxation; although these policies were in 
apparent contradiction, the general effect was to shift 
resources in the export sector from consumption to 
investment. There are instances where Governments 
encouraged the production of marginal commodity 
exports, but as in Latin America, export diversification 
was not achieved. Since 1952 or 1953, as a result of the 
deterioration in some of the Asian countries’ export 
markets and the increased demand for imports associ- 
ated with more intensive capital development pro- 
grammes, many of the Asian countries have become 
increasingly aware of the limitations on economic 
growth imposed by specialization in primary com- 
modity exports. 


There has been much greater uniformity among the 
primary producing countries in their attitudes towards 
the domestic production of imported goods. Almost 
without exception, policies, have been designed to 
encourage the increased output of goods which replace 
imports, and thereby to ease somewhat the difficult 
balance of payments positions prevailing in most 
countries. A contributing factor, given the frequent 
desire to diversify the economy, was the relative ease 
with which a protected market could be offered to 
import-displacing production. The uniformity is es- 
pecially notable in the widespread efforts to achieve 
greater self-sufficiency in food production. In Asia the 
adequacy of food intake was a major issue confronting 
the newly independent Governments from the begin- 
ning, and this has been a primary target of official 
policy throughout the post-war period. In Africa, to the 
extent that policy turns away from the export sector 
and seeks to encourage production for the domestic 
market, it is the output of food which receives immedi- 
ate attention. Even in Latin America, where in the 
immediate post-war years there was some tendency to 
neglect the agricultural sector in the drive for indus- 
trialization, balance of payments pressures led to an 
increasing policy concern with the displacement of 
food imports after 1950. Such policies have not always 
succeeded in reducing food imports, for requirements 
in a number of countries have increased more rapidly 
than domestic supplies. 


The displacement of manufactured imports has been 
much less_general. While many primary producing 
countries look towards industrialization as a long-term 
goal, relatively few have reached the stage where the 
industrial sector is a major factor in the economy, 
Further, the experience of the relatively industrialized 
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These additional demands on foreign exchange re- 
sources are likely to exceed substantially the import 
savings in the form of finished manufactures which can 
now be produced domestically—unless the developing 
industrial structure is of a balanced sort which mini- 
mizes these new import requirements. And such a 
balance has proved to be very difficult to achieve. 


While the long-term aspect of the commodity prob- 
lem has presented itself to the primary producing 
countries in a number of different ways, the impact of 
short-term fluctuations in international commodity 
markets upon these countries has been more uniform 
and more universal. Almost everywhere, volatile 
movements in foreign exchange receipts have imposed 
a serious burden of adjustment upon countries least in 
a position to bear it. Primary producing countries have 
therefore widely adopted policies seeking to remove or 
at least alleviate the harmful consequences for their 
economies of excessive short-term commodity fluctua- 
tions. 


There were relatively few instances during the post- 
war period where Governments pursued policies seek- 
ing to influence the world market for a particular 
commodity. In each case it was made possible only 
because of the presence of special circumstances of 
some kind. A number of countries succeeded in obtain- 
ing premium prices for their exports, particularly when 
international demand was high; and by withholding 
supplies from the market during periods when demand 
was falling it was possible to restrain the rate of decline 
in export prices. The difficulties attending these efforts, 
however, are reflected in the fact that where favourable 
terms were achieved, it was usually for relatively brief 
periods and at substantial cost. 


The extent to which the stabilization of export pro- 
ceeds was the dominant motive in government policies 
is not clear. In view of the pressing need of primary 
producing countries for foreign exchange, it is under- 
standable that government efforts either to influence 
world prices for their export commodities, or to achieve 
preferential terms for themselves, appeared to be in- 
spired more py the possibility of reaping windfall gains. 
A number of the long-term bilateral trade agreements, 
however, achieved a measure of stability for com- 
modity exports, particularly under conditions of de- 
clining international demand, 


Given the limited scope for successful intervention 
in the world market for their commodities, many 
primary producing countries have fallen back on 
various policies seeking to insulate the export sector 
and thus the domestic economy from the impact of 
fluctuations in world commodity prices. In terms of 
actual policies, insulation has meant an increasing 
Buen of taxation on the export sector during periods 
of rising world prices, and a reduction of taxes or a 
minimum price support programme when world prices 
have fallen. Depending on the efficiency of the policy 
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technique employed, it has been possible to achieve 
some measure of domestic price stabilization in the 
export sector, and frequently in the cost of living as 
well. As between the two broad types of policy instru- 
ments—the marketing board or State trading agency on 
the one hand and export taxation or exchange rate 
variation on the other—the former has permitted a 
comprehensive degree of control over trade in primary 
‘commodities; it has also resulted in a relatively high 
degree of domestic price stabilization in the export 
‘sector, when compared with movements in the world 
price. Both export taxation and exchange rate variation 
have interfered less directly with market functions, but 
_at the same time their effect on the export sector has 
been much less profound. Although these two policy 
techniques are in many respects equivalent, such evi- 
dence as has been examined suggests that export taxa- 
tion may have been a somewhat more flexible instru- 
ment than exchange rate variation. 


Thus the extent to which domestic commodity 
policies have successfully attained their objectives has 
depended in part upon the kind of policy technique 


that Governments have selected. The very choice of 
policy instrument itself, however, reveals the varying 
degree of urgency and the different priority rankings 
that Governments have assigned to the objective of 
domestic price stabilization. 


Whatever the degree of success achieved by these 
domestic policies, they have served only as a buffer 
between the external market and, in the first instance, 
the export sector of the domestic economy; in no way 
was the basic solution of the commodity problem ad- 
vanced. More generally it may be concluded that while 
there is clearly much scope for industrial countries to 
adopt less restrictive commodity import policies, and 
for under-developed countries, by their own efforts, to 
reduce their vulnerability to the commodity problem, 
there are serious limitations even under the best con- 
ditions on what any one country can accomplish for 
itself, acting alone. These considerations lend emphasis 
to the need for more active international co-operation 
in this field. Some of the possibilities for such co- 
operation will be considered below in chapter 3. 


Chapter 3 
INTERNATIONAL COMMODITY POLICIES 


Two major conclusions of international significance 
emerge from the foregoing survey. First, the com- 
modity problem, as examined in chapter 1, imposeson a 
large number of under-developed countries severe 
limitations on economic growth which is-am accepted 
international objective. Secondly, national measures, 
as studied in chapter 2, are entirely inadequate in deal- 
ing with the problem, which is by nature international 


in scope. 


Economic growth of primary producing countries is 
circumscribed both by the lag in growth of demand for 
primary products and by the high degree of uncertainty 
associated with market instability. While some indi- 
vidual countries may achieve satisfactory rates of 
growth by concentrating on the few primary products 
the demand for which has been expanding rapidly, or 
by displacing the products of competitors, the growth 
rate of primary producing countries as a whole is bound 
to lag behind that of the industrial countries if major 


reliance is placed on the export of primary products. 
Yet attempts to shift away from exports of primary 
products have also been faced with great difficulties. 
Where attention has been directed towards the devel- 
opment of the domestic market, the need for imports 
of capital goods and raw materials has often increased 
to such an extent that the availability of foreign ex- 
change resources has become a limiting factor on 
economic growth. Moreover, where attempts have been 
made to shift exports to semi-finished or finished 
manufactures, obstacles to trade imposed by the im- 
porting countries have tended to mount, especially 
since such exports are frequently in competition with 
the weaker and less dynamic sectors of the industrial 
countries. These considerations constitute a dilemma 
for many primary producing countries in planning 
developmental policies. 


Instability of commodity markets adds greatly to the 
difficulties confronting these countries. [tis true that 
in certain circumstances violent fluctuations may inci- 
dentally produce a shock effect and thereby help to 
bring about significant changes from a state of stagnant 
equilibrium. Some of the industrialization of under- 
developed countries in the nineteen thirties was almost 
a direct consequence of disastrous drops in the com- 
modity markets. Yet any stimulus given by the feast- 
and-famine method should be capable of being 
achieved at lower cost—and with less distress and 
social dislocation—under conditions of greater stabil- 
ity. In any case, few if any countries would welcome 
drastic periodic adjustments in the economy according 
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to the dictates of severe fluctuations in the external 
market. 


The survey of national policies in chapter 2 has 
made it clear that there are serious limitations on what 
can be accomplished in this field ‘by any one country 
acting alone. Few countries can be said to dominate 
the markets for the goods they export. Thus most 
countries do not attempt to obtain better terms of 
trade nor to prevent or counteract fluctuations in the 
world market, but merely aim at mitigating the effects 
of such fluctuations on the domestic economy. But 
even though each country, acting individually, may 
not view its own actions as having any international 
impact, the sum total of such national measures, taken 
together, is not without influence at the international 
level. Some measures tend to coincide with inter- 
national requirements to a greater or lesser extent, 
while others tend to offset each other or to aggravate 
the difficulties from an international standpoint. 


Even where a country is actually a major producer 
or consumer, there is still a limit to what it can achieve 
acting alone. Unilateral efforts to determine the course 
of world market prices or of the quantities traded are 
frequently frustrated by the smaller producers. The 
experience of such countries as Brazil with coffee, 
Pakistan with jute and the United States with cotton 
illustrates the various ways in which unilateral action 
even by a dominant exporter may stimulate, and 
actually provide strong protection for, the growth of 
vigorous competition. Restrictive schemes by im- 
porters may appear to be more successful in passing 
the burden of adjustment to others but here too there 
may be the possibility of retaliation. The international 
community obviously cannot be satisfied with a situa- 
tion in which any disequilibrium merely calls forth 
mutually frustrating efforts on all sides to escape the 
consequences—or, worse still, in which the weaker 
countries succumb to the self-protective measures 
taken by the strong. 


It is generally recognized therefore that there is a 
valid case for international commodity policy. Yet the 
diversity of interest and the jealous guarding of na- 
tional sovereignty render any agreement on an inter- 
national scale difficult’ When some agreement is 
reached, it is frequently of limited scope. Perhaps the 
strongest incentive to agreement arises in time of glut, 
when producers may be drawn into a common front. 
Such was indeed the chief driving force behind the 
restrictive exporters’ schemes during the pre-war 
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seriod. The disadvantages of such schemes are not 
lifficult to see. In the first place, they usually have a 
dersistent restrictionist bias; quotas on production and 
2xport imposed during market weakness tend to linger 
m long after recovery has set in. Moreover, such 
schemes tend to freeze the existing pattern of allocation 
of resources without adequate provision for the chang- 
sng structure of the economy. One result is a general 
‘ise In costs as expansion is denied to the low-cost 
oroducers while the withdrawal of high-cost producers 
2s obstructed. 


Another result of exporters’ agreements is that the 
interests of the consumers are often neglected. To the 
extent that exporters are able to wield a monopolistic 
power over the market, consumers may be exploited. 
senerally, however, restrictive schemes tend to be 
unstable, since low-cost dynamic producers constantly 
seek ton é thei é market and may éven 
‘ind it to their advantage to stay out of the schemes. 
*urthermore, exploitation of the market may stimulate 
echnological developments which, once introduced, 
are usually irreversible and cause a permanent down- 
ward shift in the demand for the primary commodities 
“nm question. 


Not all the disadvantages of the exporters’ schemes 
mentioned above are inherent in such schemes. When 
sufficient care and foresight are exercised many of the 
disadvantages can be eliminated or reduced. It is also 
sossible to exaggerate the divergence of interest 
oetween producers and consumers. It is, after all, not 
n the consumers’ interest that market prices should 
be allowed to destroy productive capacity in a period 
of temporarily slack demand, thereby creating a short- 
age-of Supply when demand recovers. Temporary 
restriction may therefore be a perfectly sound and 
equitable method of meeting a temporary decline in 
the demand for a particular primary product. A far- 
sighted policy on the part of producers will also take 
into account the fact that artificially high prices may, 
in the long run, be just as injurious to them as un- 
economically low prices. 


The need for fundamental safeguards against the 
defects of restrictionist schemes was already emphas- 
ized in pre-war international discussions. It was not, 
however, until the post-war years that such safeguards 
were developed. One of the more important principles 
which have come to be accepted in the establishment 


of commodity agreements is that requiring equal 
representation of producers and consumers. It is also 
widely agreed that international agreements should, as 
far as possible, be consistent with a rational allocation 
of resources and the bringing about of orderly adjust- 
ments with the aid of the market mechanism. The shift 
from pre-war restrictionist philosophy to a set of new 
principles along these lines has been made possible by 
—and is, in fact, conditional upon—the post-war 
climate of economic growth and the absence of depres- 
sions of the magnitude common before the war. 


On the other hand, the number of commodities for 
which formal international agreements have been 
reached is smaller than in the pre-war period. To some 
extent this reflects the general climate of economic 
growth and the improvement in terms of trade of 
primary producers; it also reflects the greater difficulty 
of securing agreement when consumers as well as 
producers have to be represented. When supplies are 
abundant and prices low, any concern of the producers 
is usually not shared by the consumers, and conversely, 
when supplies are short and prices high, any dissatis- 
faction among consumers is not likely to affect the 
producers. Negotiations tend to be protracted and 
tedious; the time that elapses between the commence- 
ment of negotiations and the final ratification of agree- 
ments must frequently be reckoned not in weeks or 
even months, but in years. However, few countries 
have wished to take a completely uncooperative posi- 
tion; consequently the post-war scene has been 
dominated by less formal and more modest approaches 
in the form of exchanges of views, the collection of 
statistics, the conduct of research and the assessment 
of the international commodity situation, while study 
groups and conferences have rarely resulted in formal 
international agreements. This generally cautious atti- 
tude also helps in part to explain why proposals reach- 
ing beyond the commodity-by-commodity approach 
have not caught the imagination of a sufficient number 
of policy-makers to be translated into action. 


In taking stock of post-war experience, the following 
discussion will first examine the international com- 
modity arrangements actually in force and will then go 
on to consider proposals for action which go beyond 
the present arrangements. This analysis will provide 
the basis for an indication of the choices now open to 
Governments in the field of international commodity 


policy. 


The mechanism of international commodity arrangements 


AN INTERNATIONAL FORUM 


In the course of the post-war period, there has been a 
considerable expansion of the facilities for bringing 
about international commodity arrangements. The 
broadest international co-operation on commodity 


problems is to be found in various organs of the United 
Nations, such as the Commission on International 
Commodity Trade, the Interim Co-ordinating Com- 
mittee for International Commodity Arrangements, the 
Committee on Commodity Problems of the Food and 
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Agriculture Organization of the United Nations, and a 
number of commodity committees of the regional 
economic commissions. These organs provide a ready 
forum in which interested parties may air their views. 
National policies which may be open to objection from 
an international point of view are scrutinized by inter- 
national public opinion. General guidance in the com- 
modity field is provided and a code of international 
economic conduct is gradually emerging. 


STUDY GROUPS AND CONFERENCES 


A more specialized mechanism for dealing with a 
particular commodity or group of commodities is to be 
found in the study group or similar bodies. The study 
group is especially suited to deal with long-range prob- 
lems but may also contribute to the solution of short- 
term problems. Groups of this type are used widely for 
agricultural commodities, largely under the guidance of 
the Food and Agriculture Organization (FAO). Nearly 
all the study groups undertake statistical compilation 
and research, as well as the appraisal of current condi- 
tions. Such activities may in themselves be quite im- 
portant in promoting stability. Improvement of factual 
information tends to reduce exaggerated speculation 
and to moderate fluctuations of the “cobweb” type.! 

Some study groups also promote technological-re- 
search to improve production and expand the range of 
uses of the commodities with which they are con- 
cerned. The importance of such research is readily 
understood when it is remembered that markets for 
primary commodities often suffer from the generally 
low level of technological development in primary 
producing countries, not only in the sphere of produc- 
tion but also in grading and standardization. The study 
groups also explore possibilities of more formal inter- 
national arrangements, extensive and careful prepara- 
tion being a universal prerequisite for any workable 
solution. 


While almost all study groups adhere to the com- 
modity-by-commodity approach, the FAO Group on 
Grains is unique in covering a number of commodities, 
including a commodity for which there is already an 
international agreement. In setting up this group, 
it was recognized that the various grains might 
most appropriately be handled together because of 
their interrelationships. For example, food grains are 
in competition with feed grains when the price of the 
former is relatively low or when acreage is controlled 
for one of them. The experience of this group 
would be valuable if an attempt were to be made to 
introduce a multi-commodity approach on a broader 


1 “Cobweb” fluctuations arise from the lagged response of pro- 
duction to price. Thus, for example, a given year’s crop may be 
stimulated by high prices prevailing at the time of planting: but 
when a bumper crop is harvested prices may fall. Better and 
more widespread information on the pattern of production and 
prices would make it possible to adjust production more closel 
in line with the market situation to i expected after the arene 
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basis. Experience of a multi-commodity approach is also 
to be found in the FAO Consultative Sub-Committee on 
Surplus Disposal, which deals with a number of com- 
modities having a problem in common rather than with 
a group of similar commodities. 


Even where a study group is not in existence, inter- 
national conferences and meetings may be convened 
under the auspices of the United Nations to discuss any 
problems arising in relation to particular commodities 
as well as any proposals for solving them. Cases in 
point are the United Nations exploratory meeting on 
copper in 1958 and the United Nations conferences on 
lead and zinc in 1958 and 1959; in both instances, the 
problem was precipitated by a decline in demand 
coupled with a maturing of capacities under the 
stimulus of high prices a few years earlier. 


The post-war period includes one example of inter- 
national action in the field of primary commodities of 
a rather different sort from those common in peace 
time. The International Materials Conference (IMC) 
was sponsored during the Korean conflict by France, 
the United Kingdom and the United States and joined 
by twenty-five other nations representing a variety of 
consumer and producer interests. The main objectives 
were to limit competition by government agencies and 
increade PrOduGHon, aad To assure equitable dietiaae 
tion. The IMC was reminiscent of various arrange- 
ments for co-operation among the Allied Powers in the 
supply and allocation of materials during the Second 
World War, especially between the United Kingdom 
and the United States in the Combined Raw Materials 
Board and related institutions such as the Combined 
Food Board and the Combined Production and Re- 
sources Board. However, since the Korean conflict did 
not develop into global warfare, the scope of the IMC 
was more limited and the objective more modest as 
compared with the war-time institutions. The IMC had 
an important measure of success in stabilizing the 
market for certain Commodities—notthrough-control 
of prices-but by voluntary restraints on competitive 
purchases by government agencies, by sharing scarce 
supplies and by changing business expectations as to 
the degree of shortage to be expected. The IMC was 
brought to an end after two and a half years when 
problems of scarcity had disappeared, and raw ma- 
terial allocation became less acceptable once military 
activities ceased. The essential policy conclusion to be 
drawn from the IMC experience is that international 
co-ordination is superior to independent national actio ction. 
Moreover, the technical difficulties standing in the way 
of international commodity stabilization are of a second 
order of importance, and can be overcome provided 
that there is sufficient incentive to place the stabiliza- 
tion objective high on the scale of priorities for govern- 
ment action. 
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es 


INTERNATIONAL COMMODITY AGREEMENTS 


The rather informal approaches to international 
commodity arrangements provided in study groups, 
vorking parties or conferences are in contrast with the 
more formal character of international commodity 
agreements. These agreements usually stipulate a set 
of definite terms that the participants are pledged to 
»bserve and implement. The operating principles of 
ihese agreements fall into three main types—the ex- 
vort quota, the buffer stock and the multilateral con- 
‘ract for purchase and sale. As will be shown later, 
(hese types may be varied, extended or combined. Four 
commodities have been made the subject of such agree- 
ments, on a broad multilateral basis comprising both 
*xporters and importers. Before these agreements are 
‘liscussed, however, a brief examination will first be 
made of agreements which are primarily on a bilateral 
oasis, or which are limited to exporters. 


The post-war period has seen the conclusion of a 
aumber of long-term agreements which either were 
ilateral or were hmited To specific groups of countries 
uch as the Commonwealth countries. These agree- 
ments are frequently based on barter, as in trade with 
he centrally planned economies or with countries 
~vhose currencies are not readily convertible. They 
were entered into extensively by the United Kingdom 
n developing trade with the Commonwealth during the 
war and immediate post-war years. Commonwealth 


oroducers_accepted prices usually below the world 


market level in exchange for guarantees of a stable 
market for their products. The stability of the market 
also gave a stimulus to investment, especially where 
aew products were introduced, having a long period of 
maturation. In some cases, bilateral contracts are the 
only practical means of opening up a potential market 
and tend, therefore, to create demand. The difficulty 
with long-term contracts is that the longer the period 
covered, the greater is the danger that contract prices 
will diverge from world market prices to an extent 
causing one party or the other to view the cost of 
stabilization as too high. On the other hand, the 
shorter the period covered, the smaller the advantages 
to be gained as compared with more normal forms of 
marketing.? 


A more familiar type of international commodity 
agreement is the exporters’ scheme typical of pre-war 
years which i base Tage om_the gun patple 
Allusion atready been made to the comparative 
disfavour into which this type of agreement has fallen 
since the war and to the factors responsible for this. 
[t is also possible that there is now greater difficulty in 
achieving an effective exporters’ scheme than there was 
before the war. The domination of old established pro- 
ducers has declined, partly because new producers have 
emerged, especially in Africa, and partly because 

2For a case of a long-term contract in which the price is 


negotiated annually, see the discussion of the Commonwealth 
Sugar Agreement below. 


synthetic substitutes have gained in importance. 
Nevertheless several cases of concerted action by 
private exporters have occurred, albeit on a less formal 
basis than was customary before the war. The produc- 
tion and price policies of the major petroleum pro- 
ducers have often been co-ordinated without reliance 
on an actual agreement. The decisions of a number of 
principal copper producers to cut production by ap- 
proximately 10 per cent in 1958 were synchronized. In 
the case of tea, the ability of major producers to con- 
trol production may actually have been unimpaired 
despite the discontinuation in 1955 of the International 
Tea Agreement. 


The most important post-war example of an ex- 
porters’ agreement is the Latin American Coffee Agree- 
ment of 1958. There is no question that the situation 
which this Agreement was designed to meet is an ex- 
tremely serious one, and affects a relatively large 
number of under-developed countries. In response to 
very favourable prices up till 1954 the output of coffee 
has risen—despite heavy taxation on exports—to the 
point at which burdensome surpluses have already 
accumulated and threaten to grow. Thus far action to 
deal with the situation is confined to the Latin Ameri- 
can countries—the smaller producers of Latin America 
having reversed their traditional position of not joining 
restrictive schemes, apparently in an effort to avoid a 
price war and in the realization that the relative advan- 
tage of their product has declined with the changing 


pattern of demand. A major weakness of the—Agree- 
ment is the conspicuous absence of consuming coun- 
tries and, more seriously, of the African producers. 
Here aoa item Sale MGR aR: of 
action with diverse interests is patently illustrated. 
Yet, the coffee situation is in delicate balance, especi- 


ally in view of the huge stocks overhanging the 
market. 


In contrast with the agreements discussed thus far, 
four international commodity agreements are based 
much more closely on the multilateral principles 
formulated under the auspices of the United Nations 
at the Havana Conference. These agreements deal with 
wheat, sugar, tin and olive oil. The functions of the 
olive oil agreement are rather limited, resembling 
those of a study group, and it has, in any case, not yet 
come into force. The other three are of particular 
interest because their operations illustrate the work- 
ings of broad principles, especially the export quota 
principle in the case of sugar, the buffer stock principle 
in tin, and the multilateral contract principle in wheat.‘ 


’ The shift in the pattern of consumption towards instant 
coffee resulted in a shift in demand in favour of cheaper African 
coffee at the expense of Latin American coffee, including the 
mild coffees Sliced in Colombia and Central America, which 
had fettoalely benefited from a secular upward trend. 

4 In the following discussion, statements about Agreements for 
the three commodities refer, unless otherwise specified, to the 
first three International Wheat Agreements of 1949, 1953 and 
1956, effective 1 August 1949 through 31 July 1959, to the 
International Sugar Agreement of 1953, effective 1 January 1954 
through 31 December 1958, and to the International Tin Agree- 
ment of 1953, effective 1 July 1956 through 30 June 1961. 
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The fact that post-war international agreements have 
been limited to only a few commodities suggests that 
there may be important differences between them and 
other commodities for which agreements may be less 
practicable. One such difference no doubt arises from 
the fact that the physical properties of wheat, sugar 
and tin are suitable for the establishment of inter- 
national schemes. All three commodities are fairly 
homogeneous; though quality variations are important 
in wheat, standard grading is possible. The commodi- 
ties are also comparatively non-perishable and storable, 


so that provision for stocks may be made. ; 


The economic characteristics of these commodities 
also fit them for international agreements. None of 
them has enjoyed a rapid secular growth of demand. 
Problems of excess capacity or of burdensome sur- 
pluses have arisen in wheat and sugar. There is there- 
fore a strong incentive to exporters to maintain some 
measure of control, even though the magnitude of 
short-term fluctuations in these commodities during 
periods when they were not covered by international 
agreements was not particularly large in relation to 
other primary commodities. Moreover, the number of 
countries either accounting for the bulk of total ex- 
ports of these commodities or heavily dependent on 
them is relatively small, so that they are sufficiently 
interested in taking joint action and not so numerous 
as to make negotiations difficult. Indeed, exporters’ 
schemes in these commodities existed long before the 
war. 


On the other hand, although the importers also have 
an interest in stabilization, their interest is necessarily 
less pressing and the number of countries involved is 
relatively large. Something more is needed to induce 
the importers to participate over and above the incen- 
tive to guard against a restrictionist type of scheme. 
One such inducement for some of the major importers, 
especially of sugar, is their simultaneous interest as 
producers. Further inducements for importers may 
include assurance of price advantages. Under the Inter- 
national Wheat Agreement of 1949, importers were 
able to obtain wheat more cheaply than in the open 
market; and conversely, one of the reasons why a 
major importer did not join the subsequent Agreements 
was the absence of this initial advantage when world 
prices of wheat declined. In the International Sugar 
Agreement, a special provision enjoins the exporting 
countries to give priority to the requirements of the 
participating importers. 5 


A common feature of all Hiree Agreements is their 
reliance on the price mechanism as the critical indi- 
cator for action. A high price si “a strong mark 
PE TOE action. 2 gh price signats Sa strong market 
and a low price gives warning of a glut. In the Sugar 
Agreement, revisions of export quotas become manda- 


5 In the case of olive oil, the limited scope of the Agreement 
partly reflects the lack of enthusiasm for an international agree- 
ment among the importers, whose interest in the commodity is 
mostly minor. 


tory when the market price reaches certain critical 
levels. In the existing Wheat Agreement, importers are 
committed to take delivery of an agreed quantity of 
wheat when prices reach a floor, while exporters are 
obliged to supply an agreed amount when prices reach 
a ceiling. In the Tin Agreement, the buying and selling 
operations of the buffer stock manager are also guided 
by minimum and maximum prices, although there is 
some freedom of action when prices lie within certain 
ranges (see chart 14). A related feature is that provi- 
sion is made to allow the price mechanism to register 
the operation of market forces at least within limits. 
Thus the free market price of wheat may exist side by 
side with the guaranteed prices of the Agreement; the 
zone of prices within which the tin buffer stock man- 
ager is not allowed to buy or sell is initially established 
to permit testing of the market forces; even in sugar 
it should be noted that the Agreement does not provide 
for the enforcement of absolute ceiling or floor prices. 


Although the commodity agreements illustrate dif- 
ferent principles, as mentioned earlier, they also show 
that the distinguishing principles are not used exclu- 
sively and are indeed much more closely interrelated 
than appears at first sight. While the implications of 
these schemes will be considered more fully below, it 
should be observed here that the International Tin 
Agreement makes provision for export quotas once the 
buffer stock reaches a certain size. In the Sugar 
Agreements, the exporters are obliged to keep mini- 
mum stocks so as to be able to meet contingent in- 
creases in demand when they are called upon to do so, 
and at the same time they are required not to keep 
stocks in excess of a certain level. These provisions 
may be viewed as fulfilling some of the functions of a 
buffer stock. The export quota and buffer stock schemes 
may therefore be combined under suitable conditions. 
In fact, when the funds in the hands of the tin buffer 
stock manager were exhausted in September 1958, it 
became necessary to rely to a greater extent than before 
upon export quotas; and the Sugar Agreement of 1958 
has strengthened stock requirements so as to make 
better provision against the possibility of an increase 
in demand, which export quotas alone cannot deal 
with adequately. 


Under the Wheat Agreements, a significant feature 
is that no restriction on exports is imposed. This form 
of the multilateral contract thus represents the clearest 
break with the pre-war restrictive agreements. How- 
ever, there is no intrinsic reason why a multilateral 
contract cannot be combined with export quotas. The 
provision in the Sugar Agreement of 1958 for multi- 
lateral options® indicates the feasibility of combining 
this feature with the export quota feature. On the 
other hand, a multilateral contract may be regarded as 


® Under such contractual arrangements, interested importers 
have the right to purchase at the maximum price and exporters 
the right to sell at the minimum price certain quantities within 
a given time limit. The principle involved is therefore essentially 
that of the siultlateral contract under the Wheat Agreement. 
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an alternative to a buffer stock in the sense that im- 
porters may have to accumulate stock if called upon to 
fulfil their purchase obligations and exporters may 
have to draw on their stocks when required to imple- 


ment their sales guarantees. No explicit provision for 
stocks has, however, been made under the Wheat 
Agreements, except for a provision in the 1948 Agree- 
ment which did not go into effect. 


The impact of international commodity agreements 


In an interrelated economy it is usually difficult to 
trace the exact impact of a given measure. It is, how- 
ever, possible to delineate some of the significant forces 
at work in connexion with international commodity 
agreements. It will be convenient to discuss first the 
implications of the agreements for national policies and 
second the effect on price or income stability; there- 
after the question whether the agreements have dealt 
successfully with structural problems will be con- 
sidered. 


IMPLICATIONS FOR NATIONAL POLICIES 


The intimate relationship between international 
agreements and national policies is self-evident; no 
international agreement is possible if it conflicts seri- 
ously with established national policies. The mechanism 
of informal commodity arrangements, such as study 
groups and conferences, has the advantage of avoiding 
any serious test of compatibility with national policies, 
partly because the programme for action is largely non- 
controversial and partly because definite obligations 
are very limited. In the case of international commodity 
agreements the possibility of divergence from national 
policies is somewhat greater, although the fact that 
nations with very different policy orientations, includ- 
ing private enterprise and centrally planned economies, 
have been able to participate in such agreements points 
to the vast scope for variation. Even reliance on the 
price mechanism as a signal for action, which, as noted 
above, is a feature of the existing agreements, does not 
imply that all countries have to maintain a free market 
in the commodities in question, but only that some of 
them are expected to do so. 


Apart from the obvious obligations which constitute 
the essence of the commodity agreements, there are 
implications for national policy in them which are not 
made explicit in their provisions. In the Wheat Agree- 
ments, national policies are in fact explicitly left to the 
countries concerned. This does not mean, however, 
that the agreements are without bearing on national 
policies. When the Wheat Agreement price range is 
below the market price, as was the case from 1949 
to 1953, a dual price system appears, as shown in 
chart 12, and some national equalization scheme for 
exporters is implied. A subsidy may be given in respect 
of exports under the Agreement, as was done in the 
United States; or a pooling arrangement may be made 
as in Canada and Australia. Some equalization scheme 
is also necessary in the importing countries. Where 


wheat imports are the monopoly of government agen- 
cies, the process of equalizing the different costs of 
imported wheat may be only a matter of book-keeping. 
Where wheat is privately traded, it becomes necessary 
either to license the distribution of agreement and non- 
agreement wheat or to equalize prices by means of a 
tax or subsidy. 


The open market price of wheat during the second 
and third Wheat Agreements has, however, remained 
within the ranges specified by the Agreements, and 
there has therefore been no necessity for special 
national measures to equalize prices. The national 
policies adopted have thus been based almost exclu- 
sively upon domestic considerations. As will be shown 
later, it is the lack of definite provision in the Inter- 
national Wheat Agreements for consistent national 
policies that permits the growing disparity between 
production and requirements. The domestic support 
price policies of exporting countries and the protection- 
ist policies of the importing countries combine to 
aggravate the surplus problem. 


The Sugar and Tin Agreements explicitly or im- 
plicitly require certain adjustments in exports, stocks 
and production to be made; and national policies must, 
therefore, in the first instance be addressed to securing 
direct compliance with the quantitative goals laid down. 
On the other hand, a given quantitative target, if it is 
to be maintained over a period of time in a private 
enterprise economy, ultimately implies in addition 
some adjustment of the absolute and relative prices 
received by the producers. 


While an export quota scheme does not in itself 
necessarily give rise to a dual price system, such a 
system is formally recognized by the Sugar Agreement. 
Where dual prices apply, equalization schemes similar 
to those already discussed in connexion with wheat are 
also relevant. Dual price systems exist largely on 
account of United States import quota arrangements 
and the United Kingdom Commonwealth Sugar Agree- 
ment (both of which are outside the free market for the 
purposes of the Sugar Agreement). Under the United 
States quota arrangement with Cuba a sizable share of 
Cuban production is absorbed by the United States 
market at a price usually—though not always—sub- 
stantially higher than Cuba is able to obtain in the free 
market, as shown in chart 13. It is thus possible for 
Cuba to dispose of the remainder of her supply in the 
free market at prices, if need be, below average cost. 
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Chart 12. Movement of Wheat Prices 
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A=Free market price, No. 1 Manitoba Northern (class II) in 
bulk, in store Fort William/Port Arthur, Canada 

B=IWA maximum price, No. 1 Manitoba Northern (class II) 
in bulk, in store Fort William/Port Arthur, Canada 


The Philippines enjoys a similarly sheltered market in 
the United States, but has not exerted a significant in- 
fluence on the free market since its output has been 
absorbed almost exclusively by the United States. The 
negotiated prices under the Commonwealth Sugar 
Agreement also deviate from the free market price (see 
chart 13). These prices are negotiated annually and 
are therefore not subject to seasonal fluctuations. 
While the free market price may influence the negoti- 
ated price, its role is limited by a price formula which 
is largely based on average costs of production.? 
’There are, however, two safeguards against high costs of 
production. In the first place, there is only one price for all 
Commonwealth suppliers, so that a rise in the costs of production 
of a particular supplier would not necessarily be reflected in a 
higher negotiated price. In the second paces since the 1951 


Commonwealth Sugar Agreement, the United Kingdom has 
declined to buy the entire exportable supply available from the 


52/53 


53/54 54/55 55/56 56/57 57/58 


C=IWA minimum price, No. 1 Manitoba Northern (class Il) 

in bulk, in store Fort William/Port Arthur, Canada 
D=US domestic price, No. 2 hard winter, Kansas City 
Source: United Nations Bureau of Economic Affairs. 


A special provision in the International Sugar Agree- 
ment discourages subsidies, but it does not appear that 
this provision has actually been enforced. 

In the case of the Tin Agreement, it is necessary to 
ensure that there is a relatively free market in which 
the buffer stock manager may buy and sell (see chart 
14). The establishment of maximum and minimum 
prices in the Agreement has important implications for 
the operation of any domestic price policy. For in- 
stance, if the domestic tin support price of an exporting 


Commonwealth. Roughly a third of the supply has to find its 
way into the free market. At the same time, about two-fifths of 
United Kingdom sugar imports are purchased from non-Common- 
wealth countries. The free market under the International Sugar 
Agreement is thus of special interest to the United Kingdom, not 
only because it is an important source of supply to that country, 
but also because it provides an indirect check on the negotiated 
price and on the costs of production of Commonwealth sugar. 
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Chart 13. 
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A=Free market price, New York Coffee and Sugar Exchange, 
spot price, No. 4 Contract, f.o.b. Cuba 

B=ISA maximum price, New York Coffee and Sugar Ex- 
change, spot price, No. 4 Contract, f.o.b. Cuba 

C=ISA minimum price, New York Coffee and Sugar Ex- 
change, spot price, No. 4 Contract, f.o.b. Cuba 


country is set below the minimum price at which the 
buffer stock manager is obliged to purchase, domestic 
support operations become redundant. On the other 
hand, if the domestic floor price is set above the mini- 
mum Agreement price, the international buffer stock 
will not be required to purchase supplies from the 
country unless the difference in price levels is equalized 


by a subsidy. 


It would not be possible within the scope of this 
chapter to examine all possible sources of conflict 
between international commodity agreements and na- 
tional policies. However, there is a general presumption 
that if international agreements are to be effective, 
Governments must be prepared to adjust their national 
policies accordingly. The fact that progress along these 
lines has been rather limited constitutes a major weak- 
ness of existing international arrangements. 
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Source: United Nations Bureau of Economic Affairs. 


IMPACT ON PRICE OR INCOME STABILITY 


In tracing the impact of international agreements on 
prices, a distinction should be drawn between at least 
three kinds of prices, namely producers’ prices, con- 
sumers’ prices, and prices in international trade.* The 
main concern of the present discussion is with prices 
in international trade; to the extent that producers’ 
and consumers’ prices diverge from prices in inter- 
national trade, their implications are discussed in 
chapter 2. It may be remembered that in both wheat 
and sugar the prices of transactions within the agree- 
ments are not necessarily the same as those outside the 
agreements. This multiplicity of prices does not hold 
in the case of tin, with minor exceptions such as barter 

8 A fourth price obtains in the organized commodity markets; 
the distinction between this price and the price of transactions 


in international trade will be made in the following discussion 
only where it affects the argument. 
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Chart 14. Movement of Tin Prices 
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Price zone within which buffer stock manager Source: United Nations Bureau of Economic Affairs. 
deals. The extent to which prices are actually stabilized had been unable to obtain the qualities they wanted at 
by virtue of commodity agreements depends on the the customary ports of shipment, while exporters tried 


direct stabilizing effect on agreement transactions, the 
indirect effect on transactions outside the agreement, 
and on the relative importance of these transactions. 


to push sales of flour rather than of wheat. Experience 
of this type does not, however, seem to have been 
widespread, owing perhaps to the recognition that the 


With regard to the direct stabilizing effect on agree- shortage of wheat would not last indefinitely. Of much 
ment transactions, experience has indicated an im- more consequence, in the present context, is the diffi- 
portant asymmetry between upward and downward culty that would almost certainly be faced by the ex- 
movements of prices, At first sight, such asymmetry porting countries in enforcing sales at the lower end of 
hardly seems possible in the Wheat Agreements since the Agreement price range. This is because most of the 


definite guarantees are made at the upper and lower 
limits of the Agreement price range. Nevertheless, 
there appear to be practical difficulties in enforcing 
guaranteed purchases and sales. During the period 
when free market prices were above the Agreement 
maximum, some of the importers claimed that they 


principal wheat exporters are relatively rich countries 
which might have inhibitions about enforcing the obli- 
gation of relatively poorer importers to take delivery 
of wheat at a price higher than that obtaining in the 
free market. Such enforcement might be regarded as 
running counter to policies of economic aid to less 


CHAPTER 3. INTERNATIONAL COMMODITY POLICIES 


121 


developed areas. Moreover, many nations would prob- 
ably invoke escape clauses such as those dealing with 
balance of payments difficulties. The testing of the 
Agreement floor price has thus far been avoided, since 
Canada and the United States have preferred to accu- 
mulate large stocks rather than unload them in the free 
market. The surplus wheat disposals of the United 
States, and to a lesser extent of Canada, have neverthe- 
less been made at effective prices below the floor prices 
of the Agreements and discounts on certain grades of 
wheat have sometimes been unusually large. The intro- 
duction of certain asymmetrical features in the obliga- 
tions of importers and exporters in the 1959 Wheat 
Agreement appears to stem from partial recognition of 
the asymmetry considered above. 


In contrast with wheat, asymmetry between the 
effectiveness in dealing with rising and falling prices is 
more evident in the Sugar and Tin Agreements; for, in 
an export quota arrangement, it is at least theoretically 
possible to cut exports drastically enough to support a 
given price level; but it may be much more difficult to 
assure a level of exports adequate to prevent a rise 
in prices. 


The underlying bias may be offset or more than offset 
by such provisions as a limitation of the freedom to cut 
export quotas. The severe restrictions on the range 
within which export quotas may be cut in the Sugar 
Agreement imply the possibility that the Agreement 
may not be entirely effective in arresting a fall in prices; 
such a situation, however, has so far not arisen. The 
inability of the Sugar Agreement to arrest promptly the 
upsurge in the free market price of sugar in 1956/57, 
when all export quotas were removed, illustrates the 
difficulty of preventing a rise in price. It was in the 
light of this experience that the stock provisions of the 
Agreement were subsequently strengthened to provide 
a reserve which can be drawn down in periods of rising 
prices. 


While the Tin Agreement provides for both buffer 
stock operations and export quota variations, only the 
latter were left in operation when the buffer stock 
manager ceased tin purchases in September 1958. The 
subsequent sharp decline in tin prices further illus- 
trates the possibility—already mentioned in connexion 
with sugar—that moderate reductions in export quotas 
alone may not always be effective in maintaining a 
floor price. Later, however, tin prices recovered rapidly 
when export quotas were drastically tightened and 
special restrictions were imposed by major European 
importing countries on purchases from the Soviet 
Union. 


One form of asymmetry in buffer stock operations 
proper lies in the fact that no stabilizing release of 
stocks is possible when a buffer stock is first estab- 
lished during a period of rising prices, since the buffer 
stock manager has no stocks to operate with. Moreover 


the suspension of buffer stock operations in tin in 
September 1958 points to the difficulty of arresting a 
downward movement of prices if financial resources are 
limited. Difficulties of this sort are likely to be im- 
portant if the price objective of the buffer stock 
manager is relatively high. 


The effect of the Agreements on non-agreement 
transactions is more difficult to ascertain. It depends 
on such factors as the extent to which the Agreement 
narrows the market for non-agreement transactions, 
and whether it stimulates consumption or supply in a 
stabilizing or destabilizing manner. Even if it is granted, 
however, that the effect of the Agreements on non- 
agreement prices may, in certain circumstances, tend 
to be destabilizing, the weighted average effect on the 
price stability of transactions in the aggregate is likely 
to be dominated by the stabilizing influence of agree- 
ment prices, at any rate in cases where the area of the 
non-agreement market is small in relation to that of 
the market governed by agreement. Although the share 
of world trade in wheat covered by agreement trans- 
actions, as shown in table 30, has been far from uni- 
formly comprehensive, it should be noted that the 
share is likely to be high when guaranteed purchases 
or sales under the Wheat Agreement are in effect.9 
Furthermore, an overwhelming proportion of the trade 
in sugar not covered by the International Agreement is 
in turn governed by special prices under United States 
import quota arrangements and the Commonwealth 
Sugar Agreement. The Agreements do seem, therefore, 
to have exerted a stabilizing influence on prices. The 
case for this view is strengthened if account is taken 
of the stabilizing effect exerted through the influence 
of the Agreements on market expectations. 


The stabilization of prices does not, of course, neces- 
sarily mean the stabilization of income or export 
proceeds since these depend on export volume as well 
as price. If all transactions were covered by the Agree- 
ments, the effect of price stabilization upon export 
proceeds would depend upon the elasticity of demand 
with respect to price, proceeds moving in the same 
direction as prices when demand is inelastic and in the 
opposite direction when it is elastic. Thus price stabil- 
ity is consistent with income stability when demand is. 
inelastic and conflicts with income stability when 
demand is elastic. In fact, however, not all exporting 
countries are covered by agreements and the volume 
of exports of participating countries is regulated in 
varying degrees in different types of agreement. In the 
buffer stock type of agreement operations are concen- 
trated in the general market. Buffer stock purchases 
(or sales) are therefore not restricted to a particular 


9 In interpreting the share of recorded transactions under the 
Wheat Agreement, it may be noted that there is no incentive to 
report actual transactions for recording so long as it is not 
expected that the maximum or minimum price will be reached. 
The rather small share of recorded transactions does not, there- 
fore, necessarily imply that the Agreement is ineffective. 
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Table 30. Share in World Trade of Countries Participating in Commodity Agreements 


(Percentage) 
Agreement and item 1950 1951 1952 1953 1954 1955 1956 1957 
International Wheat Agreement 
Share of participating exporters in world exports... .. 84.6 83.6 93.9 89.7 75.3 76.9 81.7 93.8 
Pee iri nc ae erg 41.9 458 46.7 575 
Share of recorded transactions under International 
Wheat Agreement in world exports............--- 54.1 58.1 Diol 61.4 27.4 31.5 25.1 18.6 
International Sugar Agreement 
Share of participating exporters in world exports... .. (58.4) (64.6) (62.4) (61.3) 60.8 De ae a 
Share of world free market in world epee eee rare are salt ne 41.5 bi: Ds : 
Share of participating countries in world net exports, 
fre eetonlyaeie ie ee See hone 76.0 70.8 83.9 70.6 
International Tin Agreement . 
Share of participating countries in world exports 
Tin Beanies ; : eI ee eee Z iuyrcosors (96.7) (97.7) (96.6) (97.0) (96.7) (96.9) 96.3 95.9 
Muansrvte tas, epee vrs sect rho ete Oc otceots Soe ot ae (65.6) (66.9) (57.5) (54.9) (60.0) (61.7) 63.5 60.4 


Source: International Wheat Council, World Wheat Statistics 
(London); Food and Agriculture Organization of the United 
Nations, World Grain Trade Statistics (Rome); International 
Sugar Council, Statistical Bulletin (London), Sugar Year Book 
(London), and F. O. Licht, International Sugar Statistical Year 
and Address Book (Ratzeburg); International Tin Study Group, 
Statistical Bulletin (Hague). 


Note: Participating countries refer to those countries adhering 
to the relevant international agreement in the year stated. The 


producer (or consumer) or even to the participating 
countries as a whole. There is therefore no guarantee 
of the stability of the volume of exports of a particular 
country or of the participating countries as a whole. 


The export quota provisions for sugar and, when 
applicable, for tin, specify not only the export tonnage 
of the participating countries as a group but also the 
shares of individual countries. When the quotas are in 
effect, there is usually a situation of surplus supply, 
and the incentive to push actual exports to the limit 
of the quota is therefore not hindered by shortages. 
The relatively moderate variations of the sugar quotas 
thus ensure correspondingly stable export volumes, 
except when the quota is entirely removed in a period 
of high prices. At the same time, price variations have 
also been moderate during most of the term of the 
Sugar Agreement; and the production policies of the 
exporting countries seem to be geared, by and large, 
to the export quotas, despite the fact that stock provi- 
sions may not always be enforced. The International 
Agreement, together with the United States quotas and 
the Commonwealth Agreement, seem on the whole to 
have contributed to the stability of export income. 


In the case of tin, in actual practice the relative 
stability of prices has been achieved at the cost of 
drastic reductions of the export quotas and output of 
the participating countries. A series of reductions has 
cut national export quotas below one-half of the 
standard tonnage provided in the Agreement. 


years are: for wheat, twelve months ending 30 June of the year 
stated, except for recorded transactions, where the figures are 
for the twelve months ending 31 July of the year stated; for 
sugar, calendar years, except for share of participating exporters 
in world exports, where the figures are for twelve months ending 
31 August of year stated; for tin, calendar years. World exports 
of wheat and tin exclude those of the Soviet Union, eastern 
Europe and China (mainland). Figures in parentheses are hypo- 
thetical calculations of the shares of participating countries 
before the Agreement went into effect. 


The range within which export volume may fluctuate 
is not rigidly determined by the International Wheat 
Agreement. Although guaranteed purchases under the 
Agreements are supposed to ensure a certain minimum 
of export proceeds, this minimum has not been put to 
a test in practice. In any case, in contrast with most 
other primary products, the proceeds of wheat exports 
rarely represent a preponderant part of the foreign 
exchange receipts of the exporting countries so that 
fluctuations in such proceeds are of relatively small 
importance to them. In fact, since the exporters have 
large stocks on hand, sizable year-to-year variations in 
export proceeds have been brought about simply by 
changes in national inventory policies. 


THE PROBLEM OF STRUCTURAL ADJUSTMENT 


More fundamental than the problem of consistency 
between price stability and income stability is the ques- 
tion as to how far the attempt to achieve stability may 
be at the expense of other desirable ends. In the worst 
case, price or income stability may be secured at the 
cost of structural maladjustment. 


It is true that similar difficulties were raised in the 
past concerning programmes to ensure high and stable 
levels of employment in the economy as a whole, 
whereas post-war experience suggests that there is 
adequate scope for structural change within a generally 
stable environment—even more scope than under con- 
ditions of excessive instability. But there is a crucial 
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difference between stabilization programmes for the 
economy as a whole and programmes for stabilizing the 
markets for particular commodities. High employment 
levels may be secured through global fiscal and mone- 
tary policies which do not involve the stabilization of 
any single branch of economic activity taken by itself; 
whereas the stabilization of a particular commodity 
market means taking a view of prospects in that market, 
both short-term and long-term. 


The problem of the relationship between commodity 
stabilization and structural adjustment comes clearly 
to the fore where commodities are in actual or potential 
surplus. This is a problem common to both wheat and 
sugar, and to a lesser extent, tin, and the question 
arises as to whether the international agreements tend 
to promote or hinder its solution. In the case of sugar, 
export quotas and, indirectly, production are tailored 
to market requirements. The surplus problem tends 
therefore to be under control, although under-utiliza- 
tion of productive capacity may continue if resources 
are not readily transferable to alternative uses. In the 
case of tin, the absorption of surpluses by buffer stock 
operations permits stocks and production to be main- 
tained at a high level until export controls are insti- 
tuted and production is adjusted to sales. Only under 
the Wheat Agreements has the surplus situation actu- 
ally grown more serious; stocks in the hands of major 
exporters now amount to about a year’s entire output 
or use, and twice the annual export requirement. This 
situation did not result from complete disregard of the 
surplus problem; in fact, as shown in chart 12, initially 
there was provision for a series of downward price 
adjustments. Yet these downward adjustments were 
reversed in the second Agreement, and prices under 
the third Agreement, though slightly reduced, stood 
appreciably above those of the first Agreement. More 
importantly, domestic prices have been pegged at an 
extremely attractive level. Despite efforts to reduce 
domestic price support levels and special measures to 
dispose of accumulated stocks, the surplus problem is 
likely to persist unless bolder measures are employed 
to equate production and consumption. 


While the measure of success achieved thus far in 
dealing with the surplus problem through restrictive 
measures in sugar and tin offers a significant contrast 
with the failure in wheat, it needs to be noted that 
restrictive measures also give rise to long-term prob- 
lems in so far as they tend to freeze the pattern of 
production among the participants and to encourage 
expansion of production by non-participants. Certain 
aspects of this point have already been considered in 
connexion with national policies of restriction in 
chapter 2. Here it may be noted that international 
agreements involving quotas have a bias towards 
freezing production patterns on the basis of past ex- 
perience or of relative bargaining strength rather than 
of considerations of cost or efficiency. Rationalization 
schemes for the orderly elimination of high-cost pro- 


ducers are lacking. Indeed, as pointed out earlier, there 
1s a strong tendency to protect high-cost producers 
who might find it difficult to retain the same share of 
the market under more competitive conditions. True, 
the pattern of production is subject to revisions and a 
number of participating countries have actually suc- 
ceeded in enhancing their share in the total market. 
Nevertheless, these concessions are made by the other 
participants mainly to prevent a deadlock in negotia- 
tions for an agreement rather than to achieve a more 
rational distribution from the point of view of resource 
allocation, This situation contrasts with that prevailing 
in buffer stock or multilateral contract arrangements, 
which do not tend to freeze the pattern of production 
but are, at the same time, ineffective in bringing about 
a more rational allocation of resources. 


The encouragement to producers who stay outside 
an agreement may be especially damaging to the parti- 
cipating countries, as is amply illustrated by pre-war 
experience in rubber and coffee. So far, however, there 
is no evidence that the share in production and exports 
of the participating countries has been significantly 
affected by the post-war international agreements. 
Nevertheless, the very desire of the participants to in- 
clude as many producers and exporters as possible 
within the scope of an agreement tends to encourage 
some countries, especially relatively small ones, to 
remain aloof in order to exact an advantageous bargain. 
These countries sometimes succeed in obtaining a 
relatively high, and perhaps even a progressively in- 
creasing, share of the market. 


In the buffer stock type of agreement, the incentive 
to non-participating countries to join is especially weak 
since it is difficult to prevent these countries from 
enjoying the protection provided by the buffer stocks. 
One way of dealing with this situation is to discriminate 
against non-participants. It has already been noted 
above that this was done in the case of tin. In the case 
of sugar, preferential treatment is given to participating 
countries, and a similar provision may also be found in 
the 1959 Wheat Agreement. Such discriminatory pro- 
visions, however, raise problems of compatibility with 
broad multilateral principles, especially the most- 
favoured-nation clause. 


In some respects, the shortcomings of commodity 
agreements are those of omission rather than of com- 
mission. Thus, in the operation of the Wheat Agree- 
ments, the danger is to be found not so much in any 
tendency to freeze the existing pattern of production 
as in the ability of some major exporter to increase its 
production, both absolutely and relatively, of a com- 
modity in surplus supply. In the case of sugar, aside 
from the tendency to freeze the pattern of production 
among the exporters, it is perhaps the conspicuous 
inability to do anything about subsidized high-cost 
sugar production in importing countries that seems 
open to the most serious objections from an inter- 
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national point of view, because of the outstanding 
example of uneconomic resource allocation that it 
provides. It may be noted that in these directions the 
pre-war agreements attempted much more, by requir- 
ing, for example, the reduction of tariffs when prices 
reached a certain level. The problem of uneconomic 
resource allocation is less important in the case of tin, 
owing to the close link between production and natural 
resources. 


It will be evident from the foregoing considerations 


that when a limited objective is adopted in an inter- 
national agreement, significant success may be ob- 
tained. The goal of price stability may be assured if 
unlimited support at that price is forthcoming and 
income stability can also be secured through unlimited 
purchases or sales by devices such as a buffer stock 
financed by the importers. The achievement of a single 
objective does not, however, always imply the solution 
of the major problem at hand, and even if it does, it 
frequently creates new problems. 


A reconsideration of international commodity schemes 


Post-war international commodity arrangements 
have been based on the whole on the commodity-by- 
commodity approach. This is the result partly of 
deliberate choice and partly of lack of general agree- 
ment on alternative approaches. Each primary com- 
modity has its own peculiar characteristics and prob- 
lems, and the right way of dealing with one commodity 
may thus not be the same as that for dealing with 
another. Buffer stock arrangements are evidently in- 
appropriate for perishable commodities. Restrictions on 
commodity production are not likely to be effective 
when close substitutes are outside the control. 


Perhaps more important than the intrinsic differ- 
ences in the properties of the commodities themselves 
is the tendency of those concerned with commodity 
policy to concentrate on the problems of direct and 
immediate interest to them. It is no accident that most 
international commodity arrangements have been 
initiated by the principal producers of a single-com- 
modity, especially in periods of declining demand when 
the incentive among producers to compete has, at least 
temporarily, been overshadowed by the desire to de- 
fend a common interest. The bond of common interest 
is naturally much weaker among producers of a group 
of commodities; and the practical possibility of arriving 
at effective common programmes is dimmed by the 
much larger number of producers involved. The com- 
modity-by-commodity approach is also in line with the 
general attitude of caution in this field, especially 
among industrial countries; it is maintained that ex- 
perience should first be gained of agreements of limited 
scope and any defects corrected as necessary, while 
bolder schemes may be thought to have harmful 
implications yet unrevealed. 


Despite some progress since pre-war years, however, 
the post-war record of the commodity-by-commodity 
approach has not generated unmixed optimism. Meas- 
ured against the problem at hand the achievements 
under this approach have been significant but limited, 
and the pace of progress does not appear to be accelerat- 
ing. The question has therefore arisen whether more 
comprehensive approaches would afford a more ade- 
quate solution of the commodity problem. 


In principle, the advantages of comprehensive ap- 
proaches lie chiefly in their relative simplicity and 
universality. In terms of the sheer mechanics of 
negotiation and implementation, literally hundreds of 
negotiating sessions and scores of governing boards 
and councils may be required if each commodity is 
considered separately, whereas this unwieldy number 
may be greatly reduced to more manageable proportions 
if some unifying principle can be applied to a large 
number of commodities. Furthermore, the pressure of 
self-interest, which is likely to be great when a single 
commodity is the sole frame of reference, may be 
reduced when a number of commodities are considered 
together and the issues are presented on a more general 
plane. Moreover, owing to the interdependence of 
various commodities and, indeed, of the various sectors 
of the economy as a whole, a partial solution of a single 
commodity problem can rarely be achieved without a 
simultaneous attack on other commodities and eco- 
nomic variables. 


In the discussion which follows, two major types of 
comprehensive approach are distinguished, involving 
first over-all measures which do not deal with particular 
commodities as such, and secondly measures dealing 
directly with groups of commodities. The latter meas- 
ures will in turn be discussed, in so far as applicable, 
as an extension or modification of the individual com- 
modity arrangements already examined, so that prin- 
ciples developed and problems encountered under 
these arrangements may be linked with the more 
comprehensive approaches. 


OVER-ALL ECONOMIC MEASURES 


It has been widely recognized that the commodity 
problem does not exist in isolation from other problems 
of the economy. The difficulties experienced by most 
primary producers are rooted in their low level of de- 
velopment and are only magnified by their dependence 
on exports of a few primary commodities. The economic 
development of primary producing countries is there- 
fore fundamental to the solution of the commodity 
problem, and the changing structure of production 
which almost inevitably accompanies the process of 
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- development is likely to reduce the vulnerability of the 
economy to shocks generated in the commodity sector. 
The experience along these lines of such countries as 
Australia, Canada and New Zealand, despite the con- 
tinued predominance of primary products in their 
|) exports, is of particular interest in this connexion. 


To the extent that the fortunes of primary products 
are closely linked with the markets of the industrial 
countries, much also depends on the ability of the 
industrial countries to achieve a sustained rate of 
economic growth. Moreover there is substantial scope 
for an enlargement of the market for primary products 
in industrial countries through reduction of trade 
restrictions on a selective basis, as has been shown in 
chapter 2; and there are important cases in which the 
liberalization of imports of manufactures would operate 
to the advantage of exports from under-developed 
countries, especially in providing them with more 
rapidly expanding markets in the future. 


Even under the best conditions from a long-term 
point of view, however, there remains the problem of 
cyclical fluctuations. The success achieved in avoiding 
severe depression during the post-war years has not 
spared commodity markets from exaggerated fluctua- 
tions. It appears that even a relatively minor degree of 
instability in the industrial countries—such as no 
measures of stabilization are likely to eliminate com- 
pletely—imay set off greatly magnified oscillations in 
primary commodities, if only because fluctuations in 
inyentories may be much greater than in total demand. 


Granted that the commodity problem may persist 
even under conditions of general stability, the impact 
of the problem may be mitigated or compensated for 
by over-all national and international measures. Thus a 
temporary fall in the export proceeds of a primary pro- 
ducer may be compensated for by drawing on resources 
from a national reserve fund or from international credit 
institutions. It seems likely that the preoccupation of 
primary producing countries with the instability of 
export proceeds stems largely from the low level of 
their foreign exchange reserves. If the liquid reserves 
of these countries were really adequate, they would 
presumably not need to be as concerned as they in fact 
are with the consequences of temporary declines in 
their export proceeds. Granted the present level of 
reserves, the difficulties resulting from commodity 
instability could still be greatly reduced if reserves were 
accumulated during periods of high earnings and made 
available in periods of low earnings. As noted in 
chapter 2, however, the pressures on under-developed 
countries have been too great to permit most of them 
to set aside such reserves to any appreciable extent. 
All the more importance attaches, therefore, to an 
increase in the potential lending power of an inter- 
national institution such as the International Monetary 
Fund, which performs the function of tiding countries 
over periods of temporary shortage of foreign exchange. 
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There is, however, no specific obligation upon exist- 
ing International financial institutions to come to the 
aid of countries experiencing declines in the proceeds 
of their commodity exports. It is for this reason that 
proposals have been made to fill this gap, for example 
through the extension of loans against the collateral of 
primary products under certain conditions. Such a 
proposal lies midway between the over-all economic 
measures discussed here and the commodity schemes 
to be studied in the following paragraphs. If a success- 
ful arrangement of this sort can be made, one pre- 
ponderant advantage is that it would avoid many of 
the difficulties of the commodity schemes, such as their 
tendency towards ridigity or misallocation of resources. 
It is, of course, possible that the proposal might en- 
courage countries to establish their own buffer stocks. 
But the pressure for high prices by producers, often 
experienced in international buffer stocks, would be 
absent, and some co-ordination of national policies 
might be achieved through the lending institution. 


It is of some importance to note, in connexion with 
the latter proposal, that there have already been several 
occasions in recent years on which particular industrial 
countries have made substantial short-term or medium- 
term loans to individual under-developed countries 
following upon declines in the prices of their principal 
commodity exports. It would appear that accommoda- 
tion of this type does mitigate the difficulties of the 
recipient countries, at least for a time, and that the 
industrial countries are prepared to consider requests 
along these lines. This approach therefore has the 
initial advantage of having been tested in practice, at 
any rate on a bilateral basis. And although there was no 
question in these instances of the loans having been 
granted against commodity collateral, the experience 
gained suggests that there may be scope for further 
development on a more systematic basis in this field. 
Moreover the notion of commodity collateral need not 
be regarded as an indispensable element; other criteria 
which would be just as effective could, if necessary, 
be devised. 


Another plan would require a compensatory payment 
by the industrial countries to the primary producing 
countries if the terms of trade, or—according to other 
variants—export prices or proceeds of primary prod- 
ucts were to fall by more than a certain percentage. A 
significant implication is that the impact of the com- 
modity problem on primary producers would be 
shouldered in part by the industrial countries. 


COMPREHENSIVE COMMODITY SCHEMES 


Attempts to give special emphasis to the commodity 
problem in over-all economic schemes shade into 
comprehensive schemes which are clearly commodity- 
oriented. The comprehensive commodity schemes may 
thus be viewed as more specific forms of the over-all 
economic measures just discussed, or as an extension 
of various commodity-by-commodity arrangements. 
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International co-ordination of national 
stabilization schemes 


A chief defect of national policies to deal with com- 
modity instability is that these policies have rarely been 
co-ordinated at an international level, even where 
commodities are covered by international agreements. 
Thus the Wheat Agreements specifically allow each 
country “complete liberty of action in the determina- 
tion and administration of its agricultural and price 
policies”. Even when provisions are made for national 
policies, they are usually couched in the most general 
terms. Still less co-ordination of national policies is to 
be found where no international agreements exist. 


If truly international agreements are difficult to 
achieve, the co-ordination of national stabilization 
schemes may offer important advantages. One of the 
methods for international co-ordination of this type 
lies in the greater use of the various international 
organs referred to above for the confrontation of 
national policies and detailed examination of their 
interaction and mutual consistency. It has also been 
suggested that national buffer stock schemes are well 
suited for extensive co-ordination. A chief advantage 
here is that such co-ordination may be carried out 
without elaborate machinery and on an informal basis. 
On the other hand, the scope of application may be 
limited because existing stocks which may be regarded 
as operating according to buffer stock principles are 
relatively few in number, and tend to be concentrated 
in a few hands, such as wheat in the United States and 
coffee in Brazil. If numerous new national buffer stocks 
have to be created and co-ordinated, it is open to 
question whether an international buffer stock might 
not just as well be established. It is, however, possible 
that notwithstanding the greater simplicity and eco- 
nomy of the latter method, Governments are psycho- 
logically less prepared for it than they might be for 
national buffer stocks. 


Multilateralization of commodity agreements 


Another way of co-ordinating national policies, and 
more particularly international policies, is to consider 
a large number of commodities simultaneously. When 
a single commodity is at issue the interest of particular 
countries is usually well defined. Thus, the interest of a 
producer is usually different from that of a consumer, 
and the low-cost producer frequently finds himself in 
opposition to the high-cost producer. However, when 
discussions cover a whole series of commodities at the 
same time, as in negotiations for tariff reductions under 
the auspices of the General Agreement on Tariffs and 
Trade (GATT), countries are likely to consider their 
interest as producers dominant in some instances and 
as consumers in others, so that there may be a greater 
possibility of reaching compromises in the interests of 
all. At the same time the effectiveness of individual 
commodity agreements is likely to be greater if they 


are properly co-ordinated and rendered fully consistent 
with one another. 


On the other hand, there are great mechanical diff- 
culties in setting up such complex negotiations among 
a large number of countries. There is also some doubt 
as to how far the interests of primary producing 
countries in the one or two commodities which domi- 
nate their exports would really be modified by con- 
siderations relating to other commodities which may 
play a negligible role in their economies; and the con- 
verse would apply to those industrial countries, mainly 
in Europe, which are bound to view commodity prob- 
lems mainly as consumers since their own primary 
production is so small. Furthermore, unlike the case 
of tariff negotiations where bilateral concessions can be 
identified and evaluated, the link between concessions 
made and benefits obtained in multi-commodity stabi- 
lization schemes would be exceedingly difficult to 
establish. In fact the concessions made by one country 
to another in a multilateral commodity negotiation, 
whether under a buffer stock scheme, a multilateral 
contract scheme, an export quota scheme, or any com- 
bination of such schemes, are likely to be complex 
and not readily recognizable as equivalent to each side 
at the bargaining table. 


International buffer stock scheme 


A logical extension of the proposal for co-ordinated 
national buffer stocks or for the multilateralization of 
commodity arrangements is the scheme for the creation 
of an International Buffer Stock Agency; variants of 
this scheme, with some modifications, are known as the 
International Commodity Clearing House, the Inter- 
national Commodity Corporation, or the International 
“Ever-normal Granary”. The basic principle, except 
for the number of commodities covered, is the same as 
for a national or international buffer stock, and an 
example—the operations of an international tin buffer 
stock—has already been examined. 


The proposal calls for the accumulation of stocks 
when the market is weak and their release when the 
market is strong. Within this general principle, various 
operating principles may be devised. The buffer stock 
manager may be granted more or less discretion and 
the rules under which he operates may be more or less 
rigid. He may make frequent or occasional interven- 
tions in the market, operate within a certain fixed price 
range, or make unlimited purchases and sales at 
announced minimum and maximum prices, respec- 
tively. The latter method has the great advantage of 
predictability and tends to promote confidence; and 
speculators are therefore less likely to conduct their 
operations in a destabilizing manner. 


The main problem, as in the other schemes for com- 
modity stabilization, is that of maintaining contact with 
market realities by providing adequate means of adjust- 
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jing the average stabilized level of prices as required; 
failure to do so would cause the ultimate breakdown of 
the scheme. It is not likely that an automatic method 
of adjustment can meet all contingencies. While 
Governments may be reluctant to grant discretionary 
sauthority to the buffer stock manager, there is danger 
jin over-reliance on automaticity; for it is difficult to 
build into any generally acceptable automatic formula 
: all the refinements and variations which are encoun- 
tered in practice. However, various degrees and com- 
binations of automaticity and discretion are feasible. 
For instance, as in tin, the buffer stock manager may 
be given discretion to purchase or sell maximum 
amounts of commodities within certain price ranges 
and at the same time obliged to take action once a 
certain upper or lower critical figure is reached. If 
necessary, a higher discretionary authority may also be 
created to determine matters of critical importance, 
and the actions of this authority may in turn be guided 
by automatic rules regarding, say, the extent to which 
price goals in any year may be allowed to deviate from 
those of the previous year or from a moving average. 


Composite index stabilization scheme 


An international buffer stock agency may seek to 
stabilize the weighted average price of a group of com- 
modities, rather than individual prices, by means of 
purchases or sales of the commodities in certain fixed 
proportions. Here no attempt is made to stabilize the 
price of any particular commodity; it is claimed that 
the stabilization of the composite price index allows the 
full play of market forces to affect individual com- 
modities. There is consequently no danger of mis- 
calculation of the trend of any given commodity such 
as may occur when the attempt is made to stabilize 
single commodities. Furthermore, owing to the close 
interrelationship of the various commodities, the 
stabilization of a group of commodities is likely to have 
an indirect stabilizing effect on all commodities, in- 
cluding those not in the group. 


A decisive drawback of the composite commodity 
proposal is that the benefit of, say, a price support 
operation may be largely concentrated in a particular 
group of commodities and countries. For example, a 
fall in world industrial activity will depress the prices 
of those raw materials which are sensitive to industrial 
demand, but prices of foodstuffs may be relatively little 
affected. Price support operations based on the pur- 
chase of fixed quantities of the commodities included 
in the composite index—determined in accordance 
with such criteria as their relative importance in world 
production or exports—will, under these conditions, 
tend to raise food prices, while relief may be less than 
adequate for the commodities most directly affected.'° 


Since under-developed countries typically specialize 
in only one or two principal export products, they are 
likely to regard any such scheme as rather academic 


and remote from the realities of the problem. For it 
would be of singularly little comfort to any one of 
them, confronted by a severe decline in world prices 
and therefore export earnings, to know that by dint of 
Support operations, the prices of other commodities 
were rising sufficiently to compensate for that decline 
and thus maintain the average price level of all com- 
modities included in the scheme. For the country 
fee the decline, such a solution is no solution 
at all. 


Commodity reserve currency scheme 


An important limitation on the feasibility of an 
international buffer stock agency arises from the prob- 
lem of finance. If such a scheme is to be able to with- 
stand sharp and persistent movements either in an 
upward or in a downward direction, it is essential that 
financial resources amount to a sizable proportion of 
world primary production or trade. To gain an idea of 
the order of magnitude involved, it may be noted that 
the value of world exports of thirty major primary 
products amounts to about $30 billion in a single year. 
It is open to serious question whether under-developed 
countries can afford to lock up large quantities of re- 
sources for the purpose of international stabilization. 


One proposal for solving the problem of financing 
international commodity stocks is to provide an auto- 
matic link between such stocks and the currency. The 
proposal for loans on the collateral of commodities 
already mentioned may be one way of partially monetiz- 
ing commodities. A logical extension of this proposal 
would be to require an international institution to grant 
drawing rights to an international buffer stock agency 
or for the purposes of the composite index stabilization 
scheme. A more ambitious proposal, namely the com- 
modity reserve currency scheme, would further 
strengthen the financial backing by putting currencies 
on a composite commodity standard similar to the gold 
standard. The principle of operation would be similar 
to that of the composite index stabilization scheme 
since the object would be, as before, to stabilize the 
price of the composite commodity included in the 
reserve rather than of single commodities; and the 
problems of that scheme, as discussed above, would 
apply with at least equal force. 


As under a true gold standard, unlimited currency 
would be issued against units of the composite com- 
modity presented to the monetary authorities, and 

10 It is theoretically possible to remedy the uneven impact on 
commodities by arranging the weights of the composite group in 
accordance with the degree of sensitivity to industrial demand 
or other criteria; for example, the commodities most affected by 
a given change, such as a decline in industrial activity in the 
importing countries, might receive the most support. The diffi- 
ae of estimating such sensitivity and the uncertainty as to 
how constant it might be are serious limitations on the practical 
possibilities of this approach—quite apart from the fact that 
such an approach provides against only one particular contin- 
gency such as a decline in industrial activity. 
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currency would likewise be redeemed in similar 
composite units on demand. The stabilization is there- 
fore automatic and it is claimed that just as it is im- 
possible for the price of gold to fluctuate under a gold 
standard, short of a deliberate change in units, so is it 
impossible for the price of a composite commodity to 
deviate from the set level. Moreover, just as gold 
production tends to be stimulated in a deflation, any 
deflationary tendency would be met by an increase in 
production of all the commodities covered in the 
composite index. 


However, a huge social cost is involved in accumu- 
lating commodities on a large scale merely to serve as 
currency backing. This cost is necessarily much greater 
than similar costs under the gold standard, since the 
storage and spoilage costs of commodities are sub- 
stantially higher than those of gold. The production of 
commodities not for their ultimate use but for safe 
storage in vaults or burial underground to support a 
man-made financial instrument hardly accords with a 
rational utilization of resources. Certainly the stimu- 
lating effect on the economy can be obtained at less 
cost to society by such devices as outright grants to 
primary producers or conventional fiscal and monetary 
policies. 


Like the gold standard, the commodity reserve cur- 
rency scheme is inherently asymmetrical in that it 
provides an unlimited market for commodities but 
does not necessarily guarantee that commodities will 
always be available at the set prices. For under infla- 
tionary conditions there may be a run on commodities 
just as there may be a run on gold under the gold 
standard. It follows that in the final analysis the success 
of the scheme depends on the nature of the fiscal and 
monetary policies pursued in the various countries. It 
should not be thought, furthermore, that inflationary 
conditions will automatically be stopped if all the 
countries strictly limit their currency issue to the 
amount of commodities in reserve, because the cost of 
commodities in terms of wage units may still rise unless 
wages are controlled or wage increases are offset by 
higher productivity or reductions in other costs. 


From the point of view of a participating country, 
fears of a possible deflationary impact on the economy 
are perhaps more weighty than the possible breakdown 
of the scheme under inflation. While the scheme tends 
to stimulate commodity production in a period of 
deflation, the strict subordination of national policies 
to international currency requirements may imply, as 
in the case of the gold standard, large-scale domestic 
unemployment which most countries can no longer 
tolerate under modern conditions. In any event, most 
countries are not prepared to forgo their freedom of 
action in the domestic economic sphere to the extent 
which would be required if a commodity reserve 
standard were established. 
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Multi-commodity insurance scheme 


Since the possibility of declines in export prices may 
be viewed as a type of risk, the question arises whether 
the principle of insurance might not usefully be 
applied in this field. While an element of insurance or 
protection against extreme market fluctuations may be 
implicit in a multilateral contract, a more explicit in- 
surance scheme could be devised. Each participant 
might, for example, pay a premium into a central fund 
in return for indemnity payments in the event of 
declines in absolute or relative export prices below a 
certain level. The level of prices relevant for insurance 
purposes could be adjusted periodically in accordance 
with the experience of preceding years. Furthermore, 
as in many insurance schemes, indemnities might be 
limited to a certain fraction of the actual loss over a 
maximum period, The scheme could, if desired, also 
be made to insure against the loss of export proceeds 
due to reasons other than a decline in absolute or 
relative export prices. 


Naturally actuarial calculations are not strictly 
applicable in the field of commodity price fluctuations. 
But the extension of the insurance principle to such 
risks as those of unemployment, war or government 
expropriation, which are also beyond the competence 
of the actuary, offers encouragement that it might be 
similarly applicable to commodity risks. In so far as a 
commodity insurance scheme did no more than pool 
the resources of participants over time, its interest 
might be limited, especially since some commodity 
producers would appear to be subsidizing others on 
account of differences in the pattern and periodicity of 
fluctuations. The latter consideration might make it 
particularly difficult to secure agreement on a scale of 
premiums. On the other hand, it should be emphasized 
that one important advantage of a multi-commodity 
insurance scheme is that most objections against other 
types of international commodity measures are not 
applicable. For the scheme does not attempt to tamper 
with the market mechanism, to regulate supplies or 
prices, or to impose fixed patterns of production, but 
merely aims at providing relief against disaster. 


Surplus disposal scheme 


It remains to consider measures for dealing, at an 
international level, with one of the major unsolved 
commodity problems of the day—namely, the existence 
of burdensome surpluses in a number of commodities. 
As has been shown, most of the stabilization schemes 
are ill-suited for dealing with the surplus problem be- 
cause persistent surpluses involve something more 
than the alternation of excessive ups and downs. Inter- 
national buffer stocks are impossible to operate without 
first tackling abnormally high national inventories. 
Multilateral contract schemes do not in themselves 
deal with the problem of surpluses. Nevertheless, large 
surpluses constitute a continuous threat to an orderly 
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and stable market since there is always the fear that 
they may be dumped onto the market. This uncertainty 
is particularly significant when the surplus commodity 
is in the hands of a number of producers, especially if 
they are financially weak. 


The fact that large surpluses frequently originate 
from national policies and that a change of these 
policies is necessary to remedy the situation has already 
been indicated. International forums for promoting the 
orderly disposal of surpluses by national Governments, 
avoiding the disruption of normal patterns of trade, 
have also been mentioned. It may be worth consider- 
ing, however, whether measures involving a greater 
degree of international co-ordination of surplus dis- 


posal than has been achieved thus far might serve 
national and international purposes more efficiently. 
Such measures might provide the basis not only for 
emergency relief and for international aid to countries 
in balance of payments difficulties, but also for the 
creation of national reserves in consuming countries 
and the stimulation of consumption in low income 
areas. The case for proposals along these lines is that 
measures adopted by agreement among Governments 
are likely to secure the greatest benefits from surplus 
disposal while minimizing their adverse effects; and 
that international co-operation will help to ensure that 
in so far as such devices as barter deals are employed, 
broader international goals are not impaired. 


Conclusion 


International policy, in a context of sovereign na- 
tions and conflicting national interests, is in essence a 
policy arrived at among nations rather than above 
nations. There is therefore a strong tendency to 
gravitate to the compromise solution which offers the 
largest common denominator. In the process of inces- 
sant search for common ground, what is seriously 
objectionable tends to be weeded out, but the final 
product often suffers from dilution and lack of vigour. 
The post-war international commodity arrangements 
are not immune from this process of international 
policy formation. Their strengths and weaknesses are 
traceable to the compromises which made them pos- 
sible. It seems fair to say that notwithstanding the 
accomplishments, many problems persist and much 
remains to be done. 


It is not surprising that the chief accomplishment of 


the post-war international commodity arrangements is 
to be found in an area of little controversy. There is 
scarcely any doubt that the numerous post-war inter- 
national institutions have provided a useful forum for 
airing views on commodity problems. National policies 
are thereby subject to the inquiring eye and restraining 
influence of international public opinion. The consulta- 
tions and discussions have led a step further to the 
formation of numerous study groups and conferences 
dealing more specifically with the long-run and short- 
run problems of individual commodities. A common 
feature of the work of these groups and conferences 
has been improvement in the collection and analysis 
of data, promotion of research and close observation 
of the commodity situation. In some cases, the con- 
frontation of national policies with international 
requirements has materially reduced the tensions or 
conflicts between them. 


In more formal approaches to international com- 
modity arrangements the degree of success is more 
limited. International commodity agreements have been 
relatively few in number as compared with pre-war, and 


the stabilizing influence of these agreements has been 
of limited effectiveness. The chief accomplishment here 
is the emergence of a set of new principles. One of the 
most important of the principles is universality, a 
corollary of which is the recognition of the interest of 
consuming countries. At the same time it has become 
widely recognized that international agreements are 
likely to be self-defeating if they interfere unduly with 
dynamic processes of change in the pattern of produc- 
tion, or if they move too far out of line with market 
forces. 


It is true that the export quota and buffer stock 
arrangements are not new in international commodity 
agreements. What is noteworthy is that they have not 
been more prevalent and that they have not been more 
restrictionist. A partial explanation apparently lies in 
the insistence on consumer representation. But a 
general awareness by the exporters themselves of the 
dangers of maintaining artificially high prices by means 
of restrictions on the exports and production of parti- 
cipants seems to play an important role. This is 
demonstrably the case with sugar as the price range 
laid down in the Agreement is considerably below the 
level at which sugar is traded in the rest of the world 
market. Even in the case of tin, where restriction would 
be most likely to enjoy a short-term success owing to 
the concentration of production in a few hands, past 
experience of substitution through technological ad- 
vance, the uncertainty of intentions of non-participat- 
ing producers, the existence of large stockpiles in a 
major importing country, and the practical limit of 
buffer stock resources have all combined to exercise a 
restraining influence. 


The total absence of restrictionism in the multi- 
lateral contracts introduced under the International 
Wheat Agreements represents a major innovation. 
However, the rigid determination of guaranteed quanti- 
ties and prices over a long period, the practical diff- 
culty of enforcing guaranteed purchases by importers, 
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particularly the less developed countries, and above all, 
perhaps, the indifference of consuming countries at a 
time when massive surpluses overhang the market, 
have greatly weakened the applicability of the mult- 
lateral contract provisions and have led to a consider- 
able modification of these provisions in the 1959 
Agreement. 


Within limits, post-war international commodity 
arrangements have provided stabilizing mechanisms 
while carefully avoiding the serious difficulties experi- 
enced before the war. The larger degree of stability 
achieved cannot, of course, be attributed entirely to 
the operation of the Agreements. Much of the stability 
of the price of wheat is attributable to national policies 
of a few major exporters. The effectiveness of measures 
to prevent wide fluctuations varies depending on 
whether the movement is upward or downward. In a 
quota type of agreement there are limits on the extent 
to which increases in prices can be prevented by relax- 
ing quota restrictions and the operation of buffer 
stocks may be limited by an initial lack of stocks or by 
the exhaustion of funds. 


The chief weaknesses of post-war international com- 
modity agreements have been those of omission rather 
than of commission. Thus, the wheat surplus problem 
has been intensified in the course of the three succes- 
sive International Wheat Agreements, mainly because 
national policies involving subsidies to production 
have been entirely left alone. The encouragement of 
high-cost sugar production under protection has not 
abated despite the recognition of the subsidy problem 
in the Sugar Agreements. In both sugar and tin there 
is little attempt to remedy the maldistribution of 
resources arising from quota restrictions. 


More recently the serious excess capacity in coffee, 
and very heavy accumulated stocks, made some kind 
of international arrangement imperative if disastrous 
declines in prices were to be avoided. The Latin 
American Coffee Agreement represents a first response 
to the situation. While the Agreement has thus far 
exercised a limited steadying influence in the coffee 
market, neither the consumers nor the growing African 
exporters have been persuaded to join it. A broadening 
of the Agreement is, however, required if there is not 
to be a retreat from post-war principles for commodity 
agreements and, indeed, if it is to be workable in the 
longer run. 


On the whole the progress that has been achieved 
since the war in dealing with the commodity problem 
is noteworthy, but it cannot be considered as in any 
way commensurate with the magnitude of the problem. 
No comprehensive solution of the problem is even 
being attempted, and partial solutions on a commodity- 
by-commodity basis cover only a very small fraction of 
the whole field. Nor does the present rate of progress 
offer hope that the coverage will become appreciably 
greater within the foreseeable future. Indeed, as noted 
above, the recent past gives evidence of some loss of 
ground in developing commodity agreements. 


If Governments are not content with the scope of 
current activities in dealing with the commodity prob- 
lem, a bolder and, perhaps, more comprehensive 
approach may be indicated. It is true that over-all 
economic measures examined above for attacking the 
commodity problem at the root by promoting growth 
and stability and by progressive liberalization of trade, 
have gained international support, and some measure 
of relief from the impact of the commodity problem on 
under-developed countries can be derived from general 
economic aid and from over-all increases in inter- 
national liquidity. Here too the pace of progress is not 
rapid and the bearing on the commodity problem is 
only partial. It is the intermediate approach between 
the microcosm of single commodities and the macro- 
cosm of the general economy that appears to be largely 
neglected, as a complement to existing approaches. 


Several of the comprehensive commodity schemes 
considered do not seem to offer great possibilities 
beyond the existing approaches and some suffer from 
being over-ambitious. Nevertheless there is clearly an 
abundance of fruitfulide as in this field as well as a 
growing body of experience. A variety of comprehen- 
sive schemes have been examined that could, if re- 
quired, provide the basis of a realistic and work- 
able programme of action. If sufficient interest were 
expressed in that direction, numerous technical, 
financial and administrative details would, of course, 
have to be carefully worked out, both objectively 
and at the bargaining table. However, the foregoing 
examination of existing international commodity ar- 
rangements as well as of various proposals suggests 
that none of these details should offer any insur- 
mountable difficulties once the basic decision to pro- 
ceed has been made by Governments. 


Chapter 4. 


PROBLEMS OF PRIMARY COMMODITIES IN THE 
CENTRALLY PLANNED ECONOMIES 


The problems of primary commodities faced by the 
centrally planned economies differed from those en- 
countered by the private enterprise economies, owing 
to dissimilarities in institutional framework, pattern 
of development and policies. 


It was shown in chapter | that the internal stability 
and rate of growth of the primary producing countries 
were affected by the dependence of these countries on 
output of or trade in but a few commodities, by the 
slow rate of increase in demand for primary com- 
modities and by the fluctuations in their foreign 
demand. The solution to these problems was generally 
sought in the acceleration of the rate of industrializa- 
tion, in the diversification of output and trade and in 
measures to eliminate sharp fluctuations of export 
proceeds and the effect of price fluctuation on the 
national income of exporting countries. The attenua- 
tion of cyclical fluctuations in industrial countries was 
an essential factor in any long-term solution of com- 
modity problems. 


In the centrally planned economies such measures 
were inherent in the institutional framework and in 


Problem 


This rapid growth was associated with nationaliza- 
tion of a large proportion of domestic resources, with 
centralized direction of resources into productive in- 
vestment—during certain periods at the cost of a 
deterioration in the standard of living—and with the 
elimination of cyclical fluctuations originating within 
the domestic economy. In addition, the formation of a 
large “common market” by a group of countries dis- 
posing of a considerable variety of essential com- 
modities, free of cyclical fluctuations, and undergoing 
rapid industrialization, created a continuously expand- 
ing market for primary commodities. On the other 


hand, the effect of cyclical fluctuations originating in 


the rest of the world was largely eliminated by the 
errand ths seqorance of any 
direct Tink between foreign and domestic prices. The 
margin between domestic and foreign prices, whether 
positive or negative, was absorbed by the State foreign 
trade agencies and transferred to the budget without 
any effect on prices paid by the purchasing enterprises 
or received by the producing enterprises. Although, as 
will be shown later, this dissociation of domestic and 


the pattern of economic development. The rapid rate 
of economic expansion associated with large-scale 
shifts of resources towards manufacturing resulted in 
a sustained rise in demand for primary commodities. 
The process of expansion was characterized by con- 
siderable diversification of output, thus reducing the 
dependence of national economies upon a_ limited 
number of products. Such diversification occurred not 
only in over-all production but also within specific 
sectors, such as agriculture and mining. A char- 
acteristic feature of this development was that the rate 
of expansion and the structural changes were more 
substantial in the less developed than in the more 
developed economies. It is worth mentioning that the 
pattern of growth was not always fully justified by 
economic reasons. The simultaneous growth of identi- 
cal industries in several countries, which reflected a 
lack of co-ordination in planning and a disregard of the 
problems of long-term comparative costs, has been 
amply criticized in the literature of the planned 
economies. But whether justified or not, it was cer- 
tainly an important factor in raising the demand for 
primary goods in the area as a whole. 


of scarcities 
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foreign prices had some negative effects on the efficient 
use of resources, it was doubtless an important 
stabilizing factor. 


As a result of these developments, there was at no 
time since the beginning of the long-term plans of 
economic development an excess of supply over 
demand of primary commodities within the area. In 


contrast to the situation in the private enterprise 


economies, the commodity problem in the centrally 
planned economies was one of persistent shortages 


rather than of undisposed surpluses. The fact that the 
area as a Whole was a net exporter of certain com- 
modities indicates, in most cases, only that consump- 
tion was restrained in order to procure foreign ex- 
change for necessary imports. 


The scarcity of primary commodities was not of the 
same magnitude in all countries of the area and for all 
commodities. The output of agriculture was every- 
where below the level required for the full satisfaction 
of increasing needs. This was also true of output in the 
extractive industries in most of the centrally planned 
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economies, but in the Soviet Union and mainland 
China, endowed with a great variety of natural re- 
sources, output was more in line with the rising demand 
of manufacturing industries. Nevertheless, even in the 
Soviet Union, the balance between supply and demand 
was continuously strained, and at times deficiencies in 
supply of raw materials prevented the fulfilment of 
plans in certain sectors or restrained the planned rate 
of growth of the economy. It should be added that in 
the Soviet Union as well as in the other countries the 
domestic supply of certain commodities was affected 
not only by the need to export so as to secure foreign 
currency for imports, but also by the increasing claims 
of the other centrally planned economies, whose ex- 
pansion was considered beneficial for the economic 
strength of the area as a whole. 


This lag in supply in countries which, before the 
planning era, suffered from excessive surpluses might 
be traced to several interrelated causes. Apart from 
miscalculations in planning, the most important was 
the fact that the same factors which accounted for the 
increases in requirements for primary commodities 


were simultaneously responsible for the much slower 
expansion in supply. The emphasis placed on the ex- 
pansion of manufacturing industries, especially heavy 
industries, in the plans of economic development 
imposed severe _restrictions_on investment in agri- 
culture. It seems that this attitude also influenced the 
amounts originally planned for investment in extrac- 
tive industries, at least in some countries. The upward 
revision of plans for manufacturing associated with the 
hostilities in Korea increased the discrepancy between 
the rising demand and the supply of extractive indus- 
tries. Despite the fact that at the same time investment 
in extractive industries was also substantially increased 
at the expense of consumer goods industries, the 
increase in production proved to be insufficient, 
probably because the maturation period was longer and 
the output-investment ratio smaller than had been 
anticipated.1 


The expansion of heavy industry without a corre- 
sponding enlargement of raw material output was pre- 
sumably based on the belief that, if necessary, raw 


1The scarcities of raw materials, especially coal, as well as 
shortages of power, which led to serious disturbances in key 
industries, were repeatedly mentioned by government officials in 
the centrally planned economies. The Bulgarian Premier, Mr. 
Chankoy, stated in a speech at the Sixth Congress of the Bul- 
garian Communist Party, in March 1954, that the “needs of the 
country for coal were not correctly taken into account in the 
draft of the first five-year plan . . . The capital investments ear- 
marked and allotted for the development of coal production for 
the first five-year plan were Saufieicnt to ensure us the coal 
necessary for the national economy.” The Czechoslovak 
Premier, Mr. Siroky, stated at the June 1954 Congress of the 
Communist Party of Czechosloyakia that the “present output of 
coal is below the needs of the national economy and the coal 
situation is very serious.” Similar statements were made in most 
of the other centrally planned economies and the situation did 
not improve during the following years. Even in Poland. the 
main exporter of coal, the rise in output was stated to be insuffi- 
cient to meet both domestic needs and export commitments, 


which had to be substantially curtailed 


materials and fuels could be withdrawn from less 
essential sectors. On the other hand, since the national 
plans were not co-ordinated, the expectation of addi- 
tional imports from exporting countries within the area 
frequently could not be realized, owing to inadequate 
export availabilities. In any event, the prevailing 
tendency was to _ piish the exer 
up to the limit at which the resulting bottlenecks would 
slow down the pace of industrialization. 


Two other factors may explain why, despite planning, 
the supply of fuel and raw materials was inadequate to 
meet the needs of the expanding manufacturing sector. 
The first reflects the fact that several components of the 
economic plan were not under the absolute control of 
the authorities; thus actual agricultural yields, changes 
in output per man and input-output coefficients may 
vary considerably from the planned quotas. In practice, 
targets for agricultural supplies had been based, in the 
past, on too optimistic expectations, and the input- 
output coefficients used for the calculation of material 
balances had been derived from the experience of the 
most efficient plants. The failure to achieve these 
results would obviously be reflected in imbalance 
between supply and demand for primary goods.? The 
other factor, entirely independent of planning methods, 
is probably characteristic of any economy in process of 
rapid growth and in conditions of full utilization of 
resources. On technical and economic grounds an in- 
dustry may expand beyond the limits set by the existing 
supply of raw materials in anticipation of future growth 
of supply. The economy of scale and the indivisibility 
of investment projects make it worth while to expand 
capacity at a rate over and above that commensurate 
with the expected increase in supply. This was especi- 
ally important in several centrally planned economies 
during their first plans of economic development, when 
the construction of new projects, begun simultaneously 
in various sectors, was bound to result in dispropor- 
tions, since the time required to build manufacturing 
plants was considerably shorter than that required to 
construct new mines. The effect of this factor was 
considerably reinforced during that period by the fact 
that in some countries investment in extractive indus- 


tries proved to be more costly than planned and the 
construction Saad leigh ie eee 

The scarcity of supply of agricultural commodities 
was due not only to the investment policy during this 
period but also to the officially recognized failure to 
provide sufficient incentive for the peasants to produce 
and sell more. However, the recent experience of the 
Soviet Union and of mainland China seems to indicate 
that agricultural output could have been substantially 
raised in the past despite the need to devote a rising 


2In several countries the extractive industries experienced 
considerable difficulties in securing a stable labour force and were 
plagued by shortages of labour, absenteeism and a high rate of 
turnover, with detrimental effects on output and productivity. 
In Poland, for instance, output per worker in coal mines was 
37 per cent lower in 1956 than in 1937. 
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roportion of resources to industry. In the Soviet 
nion, the substantial increases in agricultural output 
uring the past few years were achieved largely 
arough an extension of the sown area, with relatively 
nall shifts in investment from industry to agriculture, 
ad in mainland China, the sharp increases in yields 
ere largely due to the extension of irrigation works, 
: little cost to the Government, by a fuller utilization 
f agricultural manpower. These achievements seem to 
idicate that the deficiencies in agricultural production 
din the supply of agricultural commodities were due, 
ot only to limitations imposed on investment in agri- 
ulture and to price policies, but also to faulty esti- 
aates of existing possibilities and to the low priority 
iven by the planning authorities to the task of raising” 
1e supply of agricultural goods. 


The difficulties encountered by the centrally planned 
economies with regard to the supply of primary com- 
nodities are partly reflected in the data on fulfilment of 
heir plans indicated in table 31. Even on the assump- 
ion that production plans for primary commodities 
vere correctly synchronized with the planned require- 
ents of manufacturing industries and of consumers, 


the non-fulfilment of commodity production plans, or 
their fulfilment to a lesser degree than those for manu- 
facturing, would indicate the emergence of bottlenecks. 
The information reproduced in table 31, incomplete 
owing to the lack of data on targets set for several 
commodities, shows that, except for the Soviet Union 
and Romania, the targets set for fuel and power were 
not achieved, and that in almost all cases, including the 
Soviet Union, the extent of plan fulfilment lagged 
behind that of total industrial production. With respect 
to crude oil and iron ore, the degree of fulfilment of 
plans was, in all countries except Romania, below that 
achieved in total production. Among the non-ferrous 
metals, only aluminium exceeded the planned quotas, 
while production of copper, lead and zinc failed to 
reach the target in the Soviet Union, the main pro- 
ducing country. 


In the agricultural sector, none of the centrally 
planned economies were able-to-fulft their plans. The 
most significant shortfalls were those registered in the 
Soviet Union where none of the planned increases of 
individual commodities were achieved. 


Table 31. Degree of Fulfilment of Plans in the Centrally Planned Economies 
(Planned target—100) 
Czecho- Eastern 
Bulgaria slovakia ermany Hungary Poland Romania USSR 
Item (1953-1957) (1949-1953) (1951-1955) (1950-1954) (1950-1955) (1951-1955) (1951-1955) 

Industrial production..... 110 101 98 74 12 83 109 
Electric energy.........-. 98 86 83 69 92 93 104 
ar Gal ee to ce oe 1D 84 =e ror “it 294, 105 
Brown coal! 6-20 0228: . 99s 107> 89 78 (al 
eetecosl bo yg cee be = = — 46 105 101 
ei ee ee Se 91 67 47 62 85 ap 
UADYTROEFEUNEE oo i haa <<, < 5s. 170 = 104. 
ROR Rate iS ireese's «= 114 48s 31e 81 
eae ae ee ee boss 42 are 85 
rites eee ee OE = = — — 79 = 80 
Agricultural production... 75 90 73 804 82 

(ery op ied rT On sae 119 1002 93 73° 110 89 

itaw cotton... ....... aq — — — = 100 68 

Supar-beete: o.02. 0S: 137 100 90 en 88 

Dexter enstaris. ar ecko : 48 81 Sone Per 48 70 

1 ae a: Se eee 67 48° oe ated 81 

bk a See 63 


Source: Directives on five-year plans; reports on 
fulfilment of plans. 

 Lignite, 60 per cent of plan. 

> Including lignite. 

* Copper ore. 


a 

4 Based on originally planned goals of 35 to 45 
per cent increase. The revised targets were set at 
50 per cent. 

© Wheat only. 

t Yield per cow. The increase in cattle was equal 
to 86 per cent of target. 


The role of the price mechanism 


An important difference between the commodity 
problems in private enterprise economies and those 
encountered in centrally planned economies relates to 
price formation and its effects both on supply and 
demand, and on incomes of primary producers. 


One of the distinctive characteristics of the price 
system prevailing in the centrally planned economies 
is the lack of correspondence between consumer prices, 
prices paid to producers and foreign trade Prices. 
Within the sectors producing primary commodities an 
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essential difference also exists, with respect to the 
formation and effect of prices, between agricultural 
and non-agricultural commodities. 


Prices of products of the extractive industries, like 
industrial producers’ prices in general, are in principle 
based on cost. However, cost as calculated in the 
centrally planned economies differs from that used in 
private enterprise economies in that it is based solely 
on labour and materials cost and amortization, and 
excludes rent and interest. Wholesale prices are hke- 
wise based, in principle, on the average cost in a given 
industry plus a certain percentage markup. While this 
principle of pricing is applied to all industrially pro- 
duced goods, including primary commodities produced 
by extractive industries, an entirely different system 
prevails in agriculture, where the predominant part of 
output is produced by co-operative farms and _indi- 
vidual peasants. Since most agricultural producers are 
not wage-earners and their income depends on prices 
received from the disposal of their products, the con- 
cept of cost as a basis for price determination is hardly 
applicable. A more important factor, however, is the 
fact that until recently, in all centrally planned 
economies, there were several prices pai oducers 
for identical commodities—prices for compulsory de- 
liveries, prices for contractual deliveries and free State 
purchases, and prices received for direct sales to con- 
sumers on the free farm markets. Thus the average 
prices received by agricultural producers were, to a 
large extent, determined by the Government and _ in: 
cluded a strong element of taxation. They could hardly 
be considered as bearing any direct relation to cost, 
and, in fact, if compared with the cost on State farms 
employing hired labour, the prices paid for compulsory 
deliveries, at least up to 1953, were considerably below 
cost. 


It should be added that even prices of primary com- 
modities produced in State-owned industries were not, 
in fact, always based on actual cost, and the price 
relationships of various industrially produced goods 
were, in most countries, far removed from their 
respective average costs. These deviations from the 
principle were due in most cases to the tendency to 
keep prices of producer goods unchanged over long 
rising costs due to inflationary increases in wages, the 
difference between rising costs and relatively stable 
prices was covere subsidies. From time to time 
prices were adjusted to cost, although in most coun- 
tries the adjustment was extremely uneven and there- 
fore the relative prices of various goods were out of 
step with their relative cost. Even when prices were 
adjusted to current wage cost, actual cost was fre- 
quently underestimated because amortization did not 
allow for increasing replacement costs and the cost of 
imported raw materials was based on rather arbitrary 
exchange coefficients. However, the general tendency 
was to bring prices into harmony with average cost, 


and the reforms of prices of producer goods in the 
Soviet Union in 1936, 1949-1950 and 1955, as well as 
the more recent reforms in Eastern Germany, Hungary, 
Poland and other countries, tended to achieve this end. 
In the field of agricultural commodities, also, signifi- 
cant steps were taken to unify prices paid to primary 
producers and to bring them into closer relationship 
with relative cost. 


An even more important distinction between the 
centrally planned and private enterprise economies 
exists as regards the bearing on consumer prices of 
prices paid to producers. Prices of consumer goods are, 
in the aggregate, determined so as to equate effective 
demand and supply, that is, they are based on the ratio 
of investment and other government expenditure to 
national income.* But their levels are not directly 
related to prices paid by government agencies to pro- 
ducers, the difference between these two sets of prices 
—apart from the cost of processing, handling and trade 
margin—being absorbed by a heavy turnover tax.‘ 


THE EFFECT OF PRICES ON SUPPLY AND DEMAND 


Despite the fact that the bulk of primary com- 
modities are allocated to various uses by the central 
authorities, the defects inherent in the prevailing 
system of prices proved to be an important obstacle to 
the rational utilization of resources. Even in the most 
centralized economies, individual enterprises work on 
the basis of economic accounting, and therefore their 
decisions are to a certain extent determined by the 
price relationships of various inputs and by prices 
received for their outputs. At the same time the deci- 
sions of the central authorities with respect to alloca- 
tion of specific resources are based on the information 
and suggestions formulated by lower echelons, which 
may be influenced by relative costs of labour and 
various raw materials. And finally, since the over-all 
management of the economy cannot be based excelu- 
sively on physical data and has to deal with aggregates, 
the prices used for the calculation of such aggregates 
play an important role in any system of planning. The 
absence of a uniform pricing system, whether based on 
average or marginal cost or on scarcity relationships, 
deprives the planning and managing authorities of any 
common measurement of various factors of produc- 
tion.5 Thus, for instance, the essential difference be- 
tween the pricing of consumer and producer goods— 
the considerable discrepancy between the nominal 
markup applied to producer goods and the tremendous 
markup on consumer goods through the addition of 
a turnover tax—has resulted in a substantial under- 


3 See United Nations, World Economi ) 7 
number: 58.11.C.1). POR eee 

‘This did not, however, apply to the part of agricultural 
Banaue sold by the peasants ctneceis to consumers. 
_ >The role of adequate pricing methods became even more 
important when the scope of rigid administrative decisions taken 
by the central authorities was reduced in favour of greater 
Initiative on the part of lower echelons and greater reliance on 
incentives as a means of fulfilment of the planned targets. 
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aluation of producer goods in relation to labour 
»st or to the prices which would obtain if a uniform 
iethod of pricing were applied. Such under-valuation 
sas not conducive to economies in the utilization of 
iw materials and equipment. 


The effect of prices on supply and demand is not the 
ame for agricultural commodities as for commodities 

oduced by extractive industries. The difference stems 
vom the fact that, while extractive industries are 
tate-owned and the income of producers is determined 
idependently of the prices paid for their products, the 
vcome of collective farms, or of private agricultural 
roducers, depends directly on prices received for 


sricultural commodities. 


The effect of prices on supply of primary commodi- 
ies originating in extractive industries is, in general, 
flittle significance in the centrally planned economies. 
ince the output of the State-owned extractive indus- 
les is in general homogeneous, the prices paid to the 
nterprises are not of primary importance in influenc- 

the fulfilment of plans. The prices are fixed by the 
entral authorities on the basis of planned cost plus a 
ertain percentage of profit, while the bonuses paid to 
the enterprises depend on fulfilment, or over-fulfilment, 
»f plans and on cost reductions. In this respect the 
ituation in extractive industries differs from that in 
manufacturing, where a rise in prices paid for specific 
‘tems could, through variations in price-cost ratios, 
nduce the management to achieve the planned assort- 
ment of goods. In these circumstances the price 
elasticity of supply of commodities produced by extrac- 
ive industries is practically nil” Demand is,however, 
significantly affected by prices of such commodities. 
Since with some notable exceptions these prices do not 
reflect the scarcity relationships, and in some instances 
are fixed below cost, they do not provide sufficient 
mducement for economizing raw materials and for the 
substitution of less scarce commodities for scarcer 
ones. Even when the central authorities were aware of 
the scarcity relationships and took measures to im- 
prove the balance of raw materials, the effectiveness of 
such measures depended to a considerable extent on 
income incentives. Both in the planning stage and in 
the execution of plans, the requirements of individual 
enterprises for specific commodities and their willing- 
ness to substitute certain materials for others are 
shaped by the established prices, since these prices are 
reflected in their cost and affect their profits and 
onuses. 


In contrast to the extractive industries where it is 
Jemand that is sensitive to prices, in the sector produc- 
ng agricultural primary commodities, it is supply that 
s most affected by prices paid to producers—tr all 
-entrally planned economies the bulk of farm products 
s purchased by State agencies at prices determined by 
he authorities. The amounts purchased by the State 
ire planned by the authorities and do not depend on 


prices paid to the primary producers. The retail prices 
of consumer goods sold in the State and co-operative 
trade are not directly related to prices paid-to primary 
producers. Although retail prices of consumer goods 
are, in principle, set at the level balancing supply and 
demand, they have no direct effect on prices paid to 
producers because the gap between these prices is 
filled by the turnover tax.® This lack of correspondence 
is best illustrated by the example of the Soviet Union, 
where prices of compulsory deliveries remained 
generally stable from 1928 to 1953, while consumer 
prices increased considerably during a great part of the 
period and did not begin to decline until 1947. 


In contrast to this, the supply of agricultural primary 
commodities proved sensitive to prices paid to agri- 
cultural producers. This was explicitly recognized in 
1953, when the considerable lag in agricultural produc- 
tion was attributed to the lack of sufficient income 
incentives for the peasants, and when prices paid to 
primary producers were substantially increased in most 
of the centrally planned economies. Before these re- 
forms, which continued during the following years, 
prices for compulsory deliveries were not only below 
free market Sean Arn MeO eas 
However, in contrast to prices in industry, the price- 
cost ratios in agriculture were determined, at least to 
some extent, with a view to inducing peasants to 
accelerate output of certain commodities in preference 
to others in accordance with government plans. This 
was achieved either by raising the prices of certain 
commodities or by reducing compulsory quotas at 
lower prices and enabling peasants to increase the 
share of their sales at higher prices. The existence of 
multiple prices received by agricultural producers, and 
the ad hoc changes in the system of compulsory 
deliveries, resulted, however, in extremely haphazard 
price relations among the primary commodities. In 
many instances primary producers were not able to 
anticipate the average price and to schedule their out- 
put on the basis of profitability. The movement of 
average prices received by peasants was, in some cases, 
the reverse of what would have occurred in a different 
system. Thus, when delivery quotas were based on the 
acreage under crops, a good harvest would result in an 
increase in average prices owing to the fact that the 
share of sales at higher prices to the government 
agencies would increase in relation to compulsory 
deliveries at lower prices. 


DETERMINATION OF FOREIGN TRADE PRICES 


One of the characteristics of the price system pre- 
vailing in the centrally planned economies is the lack 


6 It should be noted, however, that to the extent to which 
agricultural producers were selling directly to consumers, the 
demand for primary goods was influenced by prices set by the 
producers. 

7 As estimated on the basis of wages in the State farms and 
expenditure of collective farms on fertilizer and other materials 
as well as their payments to the State machine and tractor 
stations. 
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of any direct correspondence between domestic and 
foreign price relations. Apart from this, at various 
tinies there have been considerable differences between 
prices for similar commodities in trade with the rest of 
the world and in trade among the centrally planned 
economies. Moreover, even in trade among the planned 
economies themselves, there was little uniformity at 
times between the prices charged by an exporting 
country to different importing countries. 


Foreign trade prices in the trade of the centrally 
planned economies with the rest of the world were 
closely related to world prices. As to the principles 
governing price formation in the trade among the 
centrally planned economies, it is difficult to arrive at 
any definite conclusion because official pronounce- 
ments on the subject were often contradictory. Thus, 
according to some statements, prices in intra-trade were 
initially based on world prices, apparently for the year 
1950, but were kept fixed for a number of years with a 
view to eliminating the effects of cyclical fluctuations 
and changes caused by extraordinary circumstances, 
such as wars, booms and their aftermaths. According 
to other statements, there was only a general tendency 
to bring intra-trade prices into conformity with world 
prices. It has also been asserted that there was a 
tendency to base prices in trade among the centrally 
planned economies on domestic prices of the Soviet 
Union or on world prices adjusted to cost levels of the 
exporting country and to conditions in importing 
countries. However, the principle of using world 
prices as a basis of pricing in the trade of the centrally 
planned economies with each other was unequivocally 
reasserted in 1956 and, according to official statements, 
was to be implemented in new trade agreements.!° 


The equalization of prices in intra-trade with those 
in. world markets, rather than their determination on 
the basis of cost or scarcity relations within the area 
of the centrally planned economies, was motivated by 
several considerations. First, the lack of uniform 
pricing methods in different countries and considerable 
differences between relative domestic costs made it 
difficult to find an appropriate basis for a unified foreign 
price system. Second, price differentials between intra- 
trade and trade with the rest of the world might induce 
some countries to give preference to trade with 
countries outside the group if the price relationships 
in this trade were found to be more favourable. Finally, 
as long as trade within the area is conducted on a 
strictly bilateral basis, and domestic prices are entirely 
dissociated from foreign prices, the establishment of 
foreign trade prices on any basis other than world 
prices might provoke considerable difficulties in trade 
negotiations. 


In any event, world prices were employed only as a 
starting point in negotiations~and the prices finally 


8 G. Kohlmey, Der Demokratische Weltmark (Berlin, 1956). 
9 Vnshna Trgovia, No. 10, 1956 (Sofia). 
10 Prices were to be fixed for a period of at least one year, 


adopted were the result of bilateral agreements, differ- — 
ing substantially from country to country. The extent 
of deviations from world prices is not known for most 
of the period, but in some cases such deviations were 
very large. Thus, substantial proportions of Polish coal 
and Hungarian bauxite were exported to the Soviet 
Union at prices considerably below world prices and 
differing substantially also from prices paid by the 
other centrally planned economies. In most cases there 
was, however, a tendency to compensate for such devia- 
tions in prices paid for exports by offsetting deviations 
in import prices. In recent years, however, both official 
statements and available statistical data indicate that 
deviations from world prices are being eliminated and 
that trade between the centrally planned economies 
tends to be conducted on the basis of world prices. 


The exchange rates of the centrally planned econo- 
mies were and still are unrelated to the domestic pur- 
chasing power of various currencies. What was perhaps 
more important was the lack of any correspondence 
between relative prices of various commodities in 
domestic and foreign markets. If, on the one hand, the 
severance of direct links between foreign and domestic 
price movements was a factor contributing to internal 
stability, on the other hand, it also had a detrimental 
effect on policy decisions with respect to output and 
foreign trade. The lack of a uniform price system and, 
in some countries, the entirely haphazard price-cost 
ratios for various commodities, together with the com- 
plete dissociation of domestic and foreign price rela- 
tionships between various commodities, made it practi- 
cally impossibie for the planning authorities to esti- 
mate the most advantageous product mix for domestic 
production and foreign trade and to induce the manage- 
ment of enterprises to plan their inputs of various 
commodities accordingly. 


CHANGES IN PRICING SYSTEM 


The defects inherent in the price system prevailing 
in the centrally planned economies became the subject 
of public debate after 1953, and in almost every country 
important steps were taken to correct the deficiencies. 
In countries where prices of industrial producer goods 
had remained below cost, the general tendency was to 
increase prices and eliminate the subsidies.! These 
reforms affected not only the general levels of com- 
modity prices, but also the price relations between 
various goods, which were brought more closely into 
line with relative costs. 


_ The most essential changes consisted of considerable 
increases in prices paid for agricultural primary com- 
1! Such reforms have recently taken place in Eastern Germany 
Poland and Hungary. In the Soviet peak prices of producer 
goods were brought into line with average costs in 1949-1950 and 
further readjusted to costs in subsequent years. In Hungary a 
major change in prices was announced for | January 1959, the 
main purpose of which was to raise prices of basic commodities 
such as coal, ores, metals, electric power and chemicals which: 
previously had been set below cost. ‘ 
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modities and the reduction or elimination of compul- 
sory deliveries at lower prices. These measures led to a 
‘substantial narrowing of the discrepancy between 
various prices paid to the peasants for identical com- 
modities. The abolition of compulsory delivery quotas 
‘in Hungary in 1956 and in the Soviet Union in 195812 
resulted in the elimination of multiple prices in the 
[State procurement system, although the unified State 
procurement prices continued to differ from free 
market prices. The influence of the State on prices has 
remained decisive for most commodities, because the 
wholesale trade in agricultural commodities remains a 
State monopoly and therefore the peasants’ transac- 
tions on the free markets are generally limited to direct 
sales to consumers. 


While in Poland and Hungary prices paid by the 
State to the peasants tended to approach the relation- 
ships prevailing on the free market, reflecting the 
various degrees of scarcity, in the Soviet Union the 


and to introduce in agriculture a price system similar 
to that existing in industry, that is, one based on cost.!8 
Two important distinctions were made, however. Since, 
unlike the State enterprises, collective farms have to 
finance their investment out of their own funds, the 
markup for agricultural goods is to be much larger than 
that for industrial products; and, in order to eliminate 
the differential rent, prices will not be based, as in 
industry, on the average cost for industry as a whole, 
but will vary according to region. The reform involved 
a considerable change in the price relationships of 
different commodities and, although it resulted in a 
more unified price-cost ratio, it brought about, in fact, 
a relative increase in the prices of those commodities 
whose supply the authorities plan to increase more 
than the average. 


Apart from these steps already taken, suggestions 
presented in different countries indicate a general 
tendency towards greater rationalization of pricing 
methods and policies, with a view to a more efficient 
use of the price mechanism as an instrument of 
economic calculation for the planning authorities, and 
as a means of influencing the producing units to achieve 
the goals set by the central authorities. The recon- 
sideration of former pricing methods and policies dur- 
ing recent years was evidently directly connected with 
the general reappraisal of methods of economic man- 
agement, with the trend towards decentralization and 
towards extending the prerogatives of local authorities 
and producing enterprises. The reduction of the scope 
of purely administrative management and the increase 


12J—n Poland the abolition of LA | deliveries was an- 
nounced, but has not yet been implemented. 


13 The wage cost of collective farms was to be estimated pro- 
visionally on the basis of wages of workers in State farms. 


in the scope of decisions taken by the producing units 
on the basis of economic accounting brought into 
sharper focus the problems of price formation. 


In the Soviet Union the main subject of discussion 
was the elimination of the duality in price determina- 
tion as between producer and consumer prices.!4 This 
duality of prices, which resulted in a relative under- 
valuation of producer goods, adversely affected invest- 
ment decisions and decisions related to the choice 
between various combinations of capital and labour. 
According to the new suggestions, uniformity of prices 
could be achieved by equalizing the ratio of markups 
to costs for all commodities. Such reform would obvi- 
ously result in a rise in prices of producer goods in 
relation to wages.15 


While, in the Soviet Union, the principle of fixing 
prices according to average cost was retained and most 
of the other centrally planned economies adopted a 
similar attitude, in Poland the general tendency has 
been to remould entirely the method of price deter- 
mination. The proposal presented by the State Eco- 
nomic Council, but not yet adopted by the Government, 
represents a fundamental departure from the principles 
of price formation prevailing in the centrally planned 
economies. The originality of the Polish project lies not 
only in the fact that it tends to eliminate the duality in 
price structure of consumer and producer goods, but 
that it introduces for the first time as a basis for price 
formation “‘marginal cost’’!6 instead of average cost 
used in all the other planned economies, and states that 
prices of producer goods should reflect the scarcity 
relationships among various commodities. This prin- 
ciple does not apply to prices paid to agricultural 
producers, for which no definite policy has yet been 
suggested. Price relations of industrial primary com- 
modities and some semi-finished materials, which play 
an important part in foreign trade, are to be based not 
on domestic cost but on price relations in world 
markets, and their levels are to be based on world 
prices converted into domestic currency by a “cor- 
rectly determined rate of exchange” which should 
relate the internal balance between supply and demand 
to the foreign balance of payments.17 The introduction 
of this system of pricing would link domestic and 
foreign prices of primary commodities. 


14 As already stated, prices of producer goods were fixed on the 
basis of cost, plus a relatively small markup, while consumer 
prices carried, in addition to cost, a large turnover tax, the 
aggregate amount of which was related to investment, social 
services, defence and other expenditures. 

15 The rise in prices of producer goods would not affect retail 
prices of consumer goods. It would be reflected only in an in- 
crease in cost for consumer goods industries and in a decline in 
the turnover tax. In the State budget, the revenue from turnover 
tax would decline, but the revenue from profits of producer 
goods industries would increase by the same amount. 


16 Defined as the average cost in the “group of marginal 
enterprises’, 
11 Zycie Gospodarcze (Warsaw). 
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Movement of prices of primary commodities 


Although the paucity of statistical data makes it diffi- 
cult to present a consistent picture of price movements 
of primary commodities, their relations to changes in 
cost and their effect on demand and supply can be 
illustrated by the quantitative information available 
for some countries. 


PRICES OF EXTRACTIVE PRIMARY COMMODITIES 


The price movements of extractive primary com- 
modities in the centrally planned economies are hardly 
relevant as indicators of changes in supply-demand 
relations or of changes in cost since, as a rule, they 
were fixed for a certain period, in principle for the 
duration of the given plan period, and readjusted to 
cost changes from time to time. This principle was not 
always respected, however, and in some countries for 
some periods, the readjustment was gradual, stretching 
over several years, and was not uniformly applied to 
all commodities. During periods of inflationary wage 


increases, prices of primary commodities were fre- 
quently kept below the rising cost, the difference being | 
covered by subsidies, whereas during a period of. 
declining cost, profit margins would often rise far 


above the original markups. In consequence, the 
significance of various price movements cannot be 
ascertained without complementary information on 
cost changes in specific industries, which generally is 
not available. In some cases, however, where prices are 
known to have been readjusted to cost, their compari- 
son may yield important information on changes in 
relative cost of production of primary commodities and 
of manufactured goods. 


The only country which published price indices for 
several commodities covering a number of consecutive 
years was Hungary. The data reproduced in table 32 
may serve as an illustration of price policies in the 
centrally planned economies, although the timing of 
changes and their magnitude undoubtedly variedjfrom 
country to country. 


Table 32. Hungary: Indices of Prices of Selected Commodities 


(1949 = 100) 
Item 1950 1951 1952 1953 1954 1955 
Consumer eooday eyo a aetaeraes 99 105 177 179 181 181 
Producer 20608 2a. ie ina ie 106 107 108 109 109 108 
Machinery ays inn.cscee ve mcc sere 116 109 98 98 95 95 
Fiielsie ee ein tities sete c tenant 101 113 99 109 113 104 
Brown coal pits ditecd stench 100 120 114 112 110 110 
Eland \e@al Saaevaeyc a\nsrs, coven tats 100 137 130 133 158 158 
Crude peiroleamin eae. .e ee 100 125 119 124 127 127 
IRI Goin eng conga Seo omen ee 100 119 114 106 92 92 
Materials erect 100 104 118 118 120 119 
Baxi tema ramon c can che ac wee 87 7 86 83 108 107 
Tronore,.c jewskn a ee Orta 129 129 103 103 103 103 
Aluminium ingots............ 100 107 107 107 117 117 
Average unit wage cost............ 101 95 112 115 129 128 


Source: United Nations, World Economic Survey, 1957; Avalakulas Magyarovszagon 1938—Ban es 1949- 


1955—Ban (Budapest). 


A comparison of the indices shown in the table indi- 


consumer_prices. During the same period prices of 
specific primary commodities changed significantly, 
but, for almost every commodity, prices remained 
practically stable for several years followed by a sudden 
upward or downward revision. The reasons for such 
revisions were not always discernible. The upward 
revisions are likely to reflect rising unit costs, since 
data on the average unit wage cost for all industries 
show an increase during this period. It should be added 
that, according to official sources, the changes in 


prices of primary commodities were often largely acci- 
dental, and the level of prices, especially for coal, ores 
and metals, was below cost before the reform of 
1 January 1959, 


The direction of changes in prices of extractive 
primary commodities was more uniform in Eastern 
Germany between 1950 and 1955; in contrast to Hun- 
gary, the unit wage cost did not increase during that 
period and the cost of living declined. The almost 
general increase in_prices_of producer goods during 
that period was chiefly due to the gradual lifting of 
prices to cost levels and to the elimination of subsidies. 
Until 1950 prices of producer goods, inclusive of 
primary commodities, were frozen at their 1944 level. 
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Several price increases which have taken place since 
1950 have not as yet—or had not by 1955—resulted in 
a complete readjustment of prices to cost.18 In addition 
o bringing prices into line with costs, the reforms in 
astern Germany attempted to eliminate the multi- 
licity of prices of identical producer goods, which, in 
iolation of the proclaimed principle of price formation, 
were frequently based on costs in the individual pro- 
ducing units rather than on the average cost of the 
entire industry. According to official statements, 
neither the unification of prices nor their adjustment 
ito cost was achieved until 1956, when a general price 
reform completed the process of readjustment. 


Similarly, in Poland until 1956, prices of fuels, 
metals and mirierats;—as S ari roducer 
goods, were set below their average cost. Prices paid by 
manufacturing industries for several materials, in 
particular coal prices, represented a form of hidden 
subsidy which resulted in a considerable waste of re- 
sources. The magnitude of the under-valuation in coal 
mining was reflected by the fact that the ratio of net 
receipts to cost was equal to no more than about 63 per 
cent.!° The price reform of 1 January 1956 led to a rise 
in prices of producer goods, but the considerable in- 
-erease in wages during that year resulted again in 
deficits in some industries. In coal mining the deficit 
still amounted to about 19 per cent of cost in 1956. 


In the Soviet Union, general price reforms tending 
to synchronize prices of producer goods with cost 
changes took place in 1936, 1949, 1950 and 1955, 
although during the intervening years some minor 
price changes were also undertaken. Whereas the 
reforms of 1936 and 1949, following upon periods of 
inflation, were characterized by upward revisions of 
prices and elimination of subsidies, the reform of 1950 
represented mainly a downward correction of the 1949 
prices, which apparently had been set too high, and the 
reform of 1955 was designed to reduce prices in line 
with the decline in costs that had been brought about 
by increases in productivity during the five-year plan. 
Although no data on production costs of various 
primary commodities are available, it is generally 
stated that price relations in 1928, 1950 and 1955 were 
a fairly good approximation of cost relations of various 
commodities. Changes in prices of primary commodi- 
ties and of some manufactured goods during these 
benchmark years are indicated in table 33. The con- 
siderable differences in price changes of various com- 


18 According to Statistische Praxis (Berlin), March 1957, between 
1950 and 1954, prices of producer goods increased by 40 per cent 
for steel ingots, 81 per cent for flat bars, 150 per cent for. copper 
plates and 19 per cent for steel plates. The following indices for 
1955 based on 1949=100 were derived from data published in 
Gesetzblatt der Deutschen Demokratischen Republik (Berlin): 
bituminous coal 148, coke 159, lignite 100; copper 512, zine 118, 
aluminium 65. ; 

19 The aggregate deficit of industries subject to central planning 
amounted in 1955 to 2.3 billion zlotys, that is, to 1.6 per cent of 
cost. After the price reform of 1 January 1956, total profits 
amounted to 2.6 Fillion zlotys, that is, to 1.4 per cent of cost. 


modities reflect primarily changes in unit cost. In the 
case of lead, which shows a pattern of change different 
from that of other primary goods, the price increases 
between 1950 and 1955 reflect at least partly the stated 
government policy of raising prices irrespective of cost 
changes with a view to discouraging consumption.?° 
The considerable divergence in the price movements of 
primary commodities and manufactured goods is 
clearly due to a decline in cost of manufactures in 
relation to production costs of primary products. 


Table 33. Union of Soviet Socialist Republics: 
Indices of Prices of Selected Commodities 
(1950 = 100) 

Commodity 1928 1955 
Coal ROM Rati ih ea Ren 9.3 91.6 
Tromoreses eka ethan k es, Cee 16.7 88.5 
Manpanesesore: coon ct cy eee 16.6 88.6 
INMATE, ¢ op oaendnenousebeend 22.9 1S 
GOpper ee eonmicctaee eee nd 15.0 89.9 
Lead Rte. A eae Le ee eee 20.1 195.7 
LATHER See et eB Ak |e tt i AO ee his, 84.0 
LACIE CR eee ae re 24.7 111.4 
LIM DELM GMa ee See 18.6 149.0 
Gausticnsodan ve eee 9.8 55.0 
Sulpaimic acid S24 emer 37.7 70.2 
Pig-ieoinsn. Baas ie tase cho 5 ht Se 12.0 90.0 
Stecliaceo reich: Sate... 42 ee Woot 70.9 
Cement = Seer ire eee Ss; 53.5 
BriGKs ghee ec sacar tytn ae oe ae 9.3 65.3 
Window olasS jc iag. octane chee Zoi 49.8 
Tractorsmaecn a eee eee 4 
IEECCKS So, Ors ea ee Oe 73.0 62.0 
IMTOMUOLWNENS scououhonbdoes0boac 71.9 80.6 
Motomeveles 2 eee a ae 50.0 59.0 
Steam boilers ss a emer: 55.9 98.3 
Hlectricsmotorseeaee enone ene 87.0 94.7 


Source: Indices computed on the basis of price quotations given 
in the following publications: Universalny Spravochnik Tsen 
(Moscow-Leningrad, 1928); Nomenklaturny Spravochnik i Tsen 
na Materialy i Oborudovanie Primenyaemye v Ugolnoy Promysh- 
lennosti (Moscow, 1950); Spravochnik-ukazatel Tsen i Srednikh 
Srokov Sluzhby (Moscow, 1929); Spravochnik Tsen na Stroitelnye 
Materialy i Oborudovanie Tsen Deistvwyushchikh s | iyulia 1955 
Goda, parts I-III (Moscow, 1956); D. D. Kondrashev, Tsenoobra- 
zovanie v Promyshlennosti SSSR (Moscow, 1956). 


It should be added that the 1928 prices of several 
products of the engineering industry reflected the very 
high cost of the initial stages of manufacturing, pre- 
ceding the introduction of serial production.*! In addi- 
tion, their changes should be considered only as a 
rough indication of the trend, since the engineering 
products may differ considerably with respect to tech- 
nical specifications and quality. 


20 The timber industry showed a deficit before 1955 and price 
increases of timber in that year seem to reflect a readjustment 
to cost. 

21 This is partly reflected in data reproduced in table 33, The 
much smaller increase in prices of products of the engineering 
industry than in those of primary commodities was mainly due 
to the very considerable increase in output per man in engineer- 
ing which resulted from the gradual extension of serial produc- 
tion. 
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Between 1940 and 1949, the prices of primary com- 
modities, as well as those of other producer goods, 
remained unchanged despite the very considerable 
increase in unit wage cost which occurred during the 
war, particularly in mining and metallurgy. The large 
deficit resulting from the widening gap between prices 
received by producing units and their cost was covered 
by budgetary subsidies, which rose from about 5 billion 
roubles in 1940 to 45 billion in 1948.2? The reform of 
1949 resulted in an 80 per cent increase in prices of 
producer goods, with higher than average increases in 
prices of primary commodities. Thus, coal prices were 
raised by about 190 per cent. However, while the inten- 
tion of the Government was to bring prices to a level 
determined by cost plus 3 to 4 per cent profit, the new 
prices exceeded cost by a considerably larger margin,?* 
and therefore were reduced during the following years. 
The index of wholesale prices, based on 1949 = 100, 
was reduced to 80 in 1950, 77 in 1951 and 70 in 1952. 
The next general price reform took place in 1955, with 
the object of adjusting prices to the cost changes which 
had taken place between 1952 and 1955. Average 
prices, fixed for the duration of the new five-year plan, 
were set at a level of 8 to 10 per cent below that of 
1948.24 It is significant, however, that this reduction 
was mainly the result of changes in cost in machine- 
building industries, while in the remaining branches 
prices were still 20 per cent above those of 1948. 
Prices of primary commodities such as coal, ferrous 
metals and several non-ferrous metals were 50 to 100 
per cent and more above the 1948 level. These differ- 
ences in price changes indicate that between 1940 and 
1955 the cost of manufactured products declined sub- 


stantially in relation to that of primary commodities.?5 
La ES ees scan 


CHANGES IN PRICES PAID TO AGRICULTURAL PRODUCERS 


The multiplicity of prices paid to agricultural pro- 
ducers for identical commodities and the scarcity of 
data make it difficult to analyse the changes in average 
prices of agricultural primary commodities. These 
average prices were influenced not only by changes in 
prices paid for compulsory deliveries and for above- 
quota State purchases, and by changes in free market 
prices, but also by changes in the share of each of these 
transactions in total sales. 

In most of the centrally planned economies prices of 


2 Coal prices represented 39 per cent of cost, timber 48 per 
cent and pig-iron 68 per cent (D. D. Kondrashey, Tsenoobrazo- 
vanie v Promyshlennosti SSSR, pages 132 and 133). 

23 The new prices were aaleutated on the basis of cost estimates 
during the fourth quarter of 1948 and their projection for 1950, 
The preliminary estimate of cost for 1950 proved to be erroneous 
(D. D. Kondrashey, op. cit., pages 140 to 143). 
Folge 1948 wholesale prices were generally equal to those in 

25D. D. Kondrashev, op. cit., page 148. According to Sh. 
Turetskoi, Voprosy Ekonomiki, No. 5, 1957 (Moscow), “compared 
to the pre-revolutionary period, the wholesale price index of 
machinery is now approximately 4.5 times lower than the index 
of prices of coal and timber industry and 1.5 to two times lower 
than the price index for metals”’. 


compulsory deliveries were kept at a very low level 
until 1953 and then substantially increased, together 
with prices for other State purchases. Prices on the 
free market, however, fluctuated under the influence 


of changes in supply and demand. 


In the Soviet Union prices paid to the peasants for 
compulsory deliveries of most agricultural commodities 
remained practically unchanged between 1928 and 
195526 despite the fact that consumer retail prices rose 
during this period approximately eight times. Prices of 
other State purchases increased substantially, although 
much less than retail prices. However, in 1953-1954, 
delivery quotas were reduced for several commodities 
and prices of meat, milk, butter, vegetables and pota- 
toes were increased, resulting in a substantial increase 
in average prices.2? The rise in average prices paid to 
agricultural producers had a significant effect on profit- 
ability and played an important part in increasing out- 
put during subsequent years. In 1958 the multiplicity 
of prices paid by the State to agricultural producers 
was abolished and the new unified prices were to be set 
at a level approximately corresponding to average cost 
plus about 30 per cent markup.?* In order to eliminate 
the effect of differential rent, however, prices set by 
the central authorities will be differentiated on the 
basis of regional differences in natural conditions. The 
changes in prices paid to the peasants are indicated in 
table 34. 


The differences in the direction and magnitude of 
changes caused by the 1958 reform were due to the 
fact that one of the purposes of the reform was to 
eliminate the entirely haphazard cost-price relation- 
ships for various commodities which—had—developed 
during previous years. The cost estimates were to be 
provisionally based on wages paid to workers on State 
farms plus amortization, and other current expenditure. 
The rise in prices for grain, potatoes, milk and livestock 
reflects both the readjustment to estimated cost and 
the inclusion of markup necessary for financing invest- 
ment expenditure which, before the abolition of ma- 
chine and tractor stations, was financed by the State. 
The decline in prices paid for cotton, flax, hemp and 
other textile crops reflects the elimination of sharply 
progressive premiums paid to producers for increases 
in yield in excess of plan. Prices paid for cotton, even 
without the premium, had been set at a profitable level. 
In 1956 they rose by more than 50 per cent over 1955 
and were slightly reduced in 1957. The new price set 
for 1958 is in fact equal to the 1957 price, exclusive of 
the premium. While the gap between State procure- 
ment and collective farm market prices was substanti- 


se Voprosy Ekonomiki, No. 3, 1958, page 59. 

Prices paid for compulsory deliveries of milk and butter 
doubled, for potatoes increased threefold, and for meat and 
poultry increased fivefold. 

oll : , : 
peels seems that this was not entirely achieved in 1958, and it 
is to be introduced gradually during 1959. Price levels are to be 
reviewed every year on the basis of cost and may also vary with 
harvest prospects. 
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Table 34. Union of Soviet Socialist Republics: Average Prices Paid to 
Collective Farms for Agricultural Products and Free Market Prices 


(Roubles per quintal) 


State procurement 


Product 


Farm markets* 


aes ate Average l Inified $e 
cat ae eee = SUE 
WiNSAE san Sok cu: 12 120 53> TA» — — 
otatoesnmaerieee oe. 10 27 he 40 194, 118 
Sugar-beets........... 21 32¢ 24 24, s a 
Cotton4 RS Be Pe ss neu 260 372 340 — — 
Milkpe eee ere 55 120 97 115 394. 307 
WIGIO Ss 004k 455 eo 0 320 a a. 826 teat Pie 
Cattle se cmead on, 150 410 619 ts 
tees et ae ee 20 50 ee 60 239 226 
“TVG i ges Oat Oe nner 1,630 2,581 2,945 — == 


Source: United Nations, Economic Bulletin for 
Europe, vol. 10, No. 2, 1958 (Geneva), age 18; 
Pravda (Moscow), 26 September 1953, 2 ebruary 
1956, 7 July 1956, 1 June 1958. 


®* Moscow collective farm market. 


> All grains. 


ally reduced by the 1958 reforms, it has remained very 
considerable for the few commodities for which farm 
market data are available. Among the commodities 
listed in the table, grain, sugar-beets, cotton and wool 
are hardly sold at all on collective farm markets. With 
respect to other commodities, such as potatoes, milk 
and eggs, the farm market prices were still about three 
times as high as State procurement prices, and prices 
of meat were about 70 per cent higher than the meat 
equivalent of cattle sold to the State. 


Among other centrally planned economies, only 
Czechoslovakia and Hungary published detailed indices 
of prices paid to agricultural producers covering a 
number of years. The data reproduced in table 35 show 
a substantial increase in average prices paid to agri- 
cultural producers in 1953/54 and again in 1955/56. 
The changes in average prices reflect the incréased 
prices paid by the State for compulsory deliveries and 
for other purchases, respectively, as well as changes in 
the relative share of these two kinds of State procure- 
ment in total sales. It should be pointed out that the 
favourable effect of the reduction of delivery quotas?9 
on average prices was occasionally offset by declines in 
output. In consequence, substantial increases in prices 
paid for State purchases were not always reflected in 
average prices. In Czechoslovakia, in 1956, the rise 
in average prices paid for livestock products was 
much greater than price increases for compulsory 
deliveries and for State purchases, reflecting a shift in 
total procurements towards higher-paid State pur- 
chases. The rise in prices paid by the State purchasing 
agencies resulted in a narrowing of the gap between the 
free market and State procurement prices in both 
countries. In Hungary, however, the multiple prices 
paid by the State procurement agencies were abolished 


2% Delivery quotas were set in absolute quantities. 


* Contractual delivery prices. 

4 All cotton is sold to the State at special con- 
tractual prices. The considerable increase in prices 
in 1956 reflects largely the steeply progressive 
premiums paid to cotton growers ie increases in 
yield per hectare. 

e Hundreds of units. 


and the unified prices were set at levels exceeding the 
former average prices and, in the case of cattle, above 
the former State procurement prices. 


In Poland, as in Hungary, there were important 
price changes from 1953 to 1954 and from 1955 to 
1957. Delivery quotas were abolished for milk and were 
reduced by one-third for grains; prices for above-quota 
sales were considerably increased. The average prices 
paid for compulsory deliveries and State purchases 
increased as follows (1950= 100): 


1955 1956 1957 
Wheat. shee eae 132; 184. 259 
Potatoessereneniee 113 151 185 
Cattle nays otic eee 210 272 257 
ORG we cit owiciet a: 141 177 217 
Milka eco ee 158 192 258 


Source: Rocznik Statystyczny, 1956 and 1958 (Warsaw). 


As in other countries, the margin between free market 
and State procurement prices declined substantially. 


The increase in prices paid to agricultural producers 
in all European-c i ted, 


1952 1953 195% 1955 


Hungary (1951=100)".... 67 80 98 103 
Poland (1950/51=100)>.. 116 88 87 104 


Source: Hungary: Avalakulas Magyarovszagon 1938-Ban es 
1949-1955—Ban; Poland: Ekonomista, No. 3, 1957 (Warsaw). 

® National averages. ; } 

> Unweighted mean of price ratios for medium-sized farms in 
Poznan-Bydgoszch and the western provinces. While the magni- 
tude of changes varied among farms of different sizes and in 
different parts of the country, the direction and timing of changes 
seem to be typical for the country as a whole. 
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Table 35. Czechoslovakia and Hungary: Indices of Prices 
Paid to Agricultural Producers 


I 


Czechoslovakia Hungary 
1952 1952 
L rices 
Product and item (upanas Indices (1952 = 100) ( forint Indices (4952 = 100) 
quintal 1953 1956 1957 quintal) 1953 1956 1957 
Wheat 
Average procurement price? 101 129 143 138 aoe ae ee men 
Conpekeu deliveries... 80 125 125 125 63 100 118 Sp) 
State purchases........ 120 250 200 175 81 199 342 263 
Barmy market prices... =... oe ae 250 129 128 96 
one ice> 264 113 246 248 278 97 260 324 
Average procurement price 
Conpuleees deliveries... 261 108 222 220 260 100 104 346 
State purchases. 45... 515 169 183 182 340 85 238 265 
Farm market price........ site ne 510 100 173 206 
Hogs 
Average procurement price? 645 101 141 138 970 104 254 342 
Compulsory deliveries... 606 100 98 OF 570 91 95 342 
State purchases....5.... 1,600 100 94. 87 630 138 311 309 
Farm market price........ as 2,180 115 94. 83 
Milke 
Average procurement price 100 106 148 153 71 129 281 338 
Compulsory deliveries... 100 107 122 122 71 104 108 338 
State purchases........ 200 lies 112 124 71 345 372 338 
Farm market price......-. aes 350 100 91 91 
All agricultural products 
Average procurement price iE) 158 161 
Compulsory deliveries. . . 108 130 130 
State purchases........ 120 118 116 


Source: For Czechoslovakia: Statistical Yearbook 
of Czechoslovakia, 1958 (Prague); for Hungary: 
Magyar Statisztikai Zsebkonyv 1958 (Budapest). 

* For compulsory deliveries, State purchases and 
their weighted average, the data represent the uni- 


Although comparable data are not available for other 
countries of the group, the existing information on 
changes in retail trade prices and in average prices paid 
to peasants indicate that the change in terms of trade in 
favour of agricultural primary commodities was similar, 
if not greater, in most of the other European centrally 
planned economies between 1953 and 1955. 


CHANGES IN FOREIGN TRADE PRICES OF 
PRIMARY- COMMODITIES 


It has been stated previously that the foreign trade 
prices of commodities and their changes over time were 
not related to price movements on domestic markets, 
and that prices in trade between the centrally planned 
economies differed from world market prices during 
most of the post-war period. Some insight into price 
relationships and their changes in 1955, 1956 and 1957 
can be gained from the extensive trade statisties re- 
cently published by the Soviet Union. 


The data reproduced in table 36 represent the unit 
value of relatively homogeneous commodities derived 
from value and quantum statistics of Soviet exports. 
They indicate that Soviet export prices in 1956 and 
1957 generally changed in the same direction as prices 


fied prices; for farm markets, the current farm 
market prices. 

> Average weighted prices of compulsory de- 
liveries and State purchases. 

¢ Price per one hundred litres. 


in world markets although the amplitude of change was 
often different, partly because price variations in trade 
with other centrally planned economies differed from 
those in exports to the rest of the world. It should be 
added that the fluctuation of prices of Soviet exports 
to the centrally planned economies between 1955 and 
1957 was much greater than during the preceding 
period when prices were usually fixed for a number of 
years. The rather extensive changes in prices of several 
primary commodities during the past two years reflect, 
at least partly, the readjustment of prices in intra- 
group trade to those prevailing in world markets. 

The comparison of changes in ratios of world prices 
to those of Soviet export prices would hardly be rele- 
vant because of possible differences in quality and in 
transportation cost included in price quotations. Such 
differences are obviously much smaller between Soviet 
prices of exports to the centrally planned economies 
and those to the rest of the world. Since all Soviet 
export prices are f.o.b. the frontier of the Soviet Union, 
and most of the primary commodities cross the Soviet 
border at points that are relatively close to one another, 
the price difference due to transportation cost seems 
to be of little significance if one excludes export prices 
to mainland China. The data presented in the last three 
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Table 36. Union of Soviet Socialist Republics: Indices of Unit Values 


of Exports in Trade with Centrally 


Planned Economies and with Rest of World 


SS ee 


Prices of USSR exports to 


Ratio of USSR prices of 


Centrally planned 


exports to rest of world to 


Commodity World market prices World, total economies Rest of world Hi ich s ae Schad abet) 
‘s ree anned economies 
1956 1957 1956 1957 1956 1957 1956 1957 1955 1956 1957 
——__§!—_—_—_____—_ (1955=100) bah et Maleate 
acorioniiaaa 100) 
Coal, bituminous........ 125 139 118 148 Wel 1 
, bit é 54, 116 136 86 : 
Be mace Se eS ae ve i 100 118 120 145 94. Fe te 
ee et teats Sk ce mers 71 y \ 
ae OTS eee eee 108 120 102 IPAS) 102 foe ae a a se ss 
aneanese Oreck: «..-.. 133 199 99 159 187 250 98 18 
pie Ore wae es. cee 120 143 103 121 123 146 77 e ue 
POMC. «0s. kee ee "4 82 48 80 95 = 93 91 
Ca CGT 94 102 7 102 98 97 100 118 73 Te 82 
BN asin 3x 4 102 80 102 79 103 81 102 75 107 109 99 
Lea lod ee ee 100 92 98 86 98 89 _ 82 88 81 
Zinc oe ee 105 95 99 88 98 2 103 88 87 9] 83 
Aluminium eee he te. 106 lll 114 110 105 12] 115 97 113 123 90 
ee er 108 105 72 69 71 70 101 98 66 95 93 
AWOL TCSP As 2 ae 100 97 91 96 98 96 90 96 93 86 
94, 
oO Bi eee 96 97 99 96 9] 103 97 89 104. 
EY Se ree 100 93 7 if 100 99 103 100 82 84 82 
JS ee 96 97 100 101 92 93 109 99 100 
MTTON ces = hie <a, ecveenln s 92 86 99 91 99 88 94, 98 84. 81 95 
Retee ADEE 8 2 a's Yc xk - 70 55 100 56 82 83 58 48 86 
PaMmceo eso. oko ~ 100 107 100 98 84. 110 104. 1} nS 93 77 
Saw wood. 02... dss « 96 97 95 98 95 92 89 89 84 
Vegetable oil........... 105 106 116 TS) 112 ea 125 126 (8 84. 86 
0 Bee 101 119 102 129 122 126 105 133 


Source: For Soviet Union export prices: Vneshnyaya Torgovlya 
SSSR za 1956 God and Vneshnyaya Torgovlya SSSR za 1957 God 
(Moscow, 1957, 1958); for world market prices: coal, United 
Kingdom export value unit: crude petroleum, United States 
export value unit; iron ore, United States export value unit; 


columns of table 36 represent ratios of unit values of 
exports to the rest of the world to the unit values of 
exports to the centrally planned economies, with the 
exclusion of mainland China and North Korea. Even 
after this correction the ratios may be influenced by 
some differences in transportation cost and by the fact 
that the commodities listed are not clearly defined and 
may not be completely homogeneous. Notwithstanding 
all these qualifications, the ratios shown in the table 
indicate that for most of the primary commodities 
Soviet export unit values in trade with the centrally 
planned economies exceeded those in trade with the 
rest of the world, but in most cases there was a tend- 
ency to reduce this margin, especially in 1957. The lack 
of information on other commodities, both in exports 
and imports, makes it difficult to draw any definite 
conclusions about the significance of these discrepan- 
cies. It is likely that the differences reflected in the 
ratios were offset in bilateral agreements by compen- 


copper, aluminium, lead, zinc and tin, United Kingdom export 
value units, as given in United Nations, Commodity Trade 
Statistics, Statistical Papers, Series D, 1955, 1956 and 1957; 
wheat, barley, cotton, wool, vegetable oil, sugar and tobacco, 
data supplied by the Food and Agriculture Organization of the 
United Nations. 


satory deviations in prices paid for imports or received 
for exports of manufactured goods.%¢ 


The data in table 37 indicate that the differences in 
unit values of exports to various centrally planned 
countries were considerable for anthracite coal, iron 
ore, manganese ore, copper and cotton, and much 
smaller, or insignificant, for other commodities. The 


30 Tt is interesting to note that the ratio of imports to export 
unit values of some primary commodities which appear both in 
Soviet exports and imports in the trade with the European 
centrally planned economies was increasing in the following 
fashion: 


1955 1956 1957 
Coal, bituminous..... 96.0 95.4 106.5 
COkKeteate met ni aisen er: 64.9 107.6 103.5 
ATIC rete Cie monic 98.8 100.8 104.3 
1,723 10 loa ee Acar ERe ee 80.6 92.5 96.5 


The ratio of import and export prices for crude oil has remained 
practically unchanged during 1455, 1956 and 1957. 
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Table 37. Union of Soviet Socialist Republics: Unit Value of Selected Primary 
Commodities Exported to Various Centrally Planned Economies 


(As percentage of average) 


Commodity and country 1956 1957 Commodity and country 1956 1957 
Bituminous coal Tin eh 
Czechoslovakia......... 108 101 rt i “i ee ee via a 
Eastern Germany....... 99 103 Czechoslovakia......... a 
Hungary aces 93 96 cep STOR ce gob DLO. ie a6 
lard: 2.cerheteecaeiee 
Anthracite Romania aso re oe 98 97 
Czechoslovakia......... 95 82 
Eastern Germany....... 99 95 Fae 
Hungary..........--+-- 105 103 Czechoslovakia......... 07 90 
Poland A igatcasticurmalreneea ist pisy ee 100 IAL Eastern Germany WL ess i nt 
Romania. eee eee 
Tron ore 
cette By) Soe i 1 tesa 
Eastern G ae 
Hae cage ee 98 85 Czechoslovakia......... i a 
Polandeete wee nse Aes 101 115 Eastern Germany....... 
Roma Is nee 101 106 Hungary a jeltem sies-epele eaWare 102 100 
Manganese ore Wheat 
Czechoslovakia......... 118 131 Bulearis ccis/cnc Seow 102 102 
Fastern Germany....... 94 59 Czechoslovakia......... 100 102 
Roland cobain ee 88 114 Eastern Germany....... 100 95 
Cride oul TATA Y is deta. cles ee — TR 
Tu 
Czechoslovakia......... 103 99 gener 1b severe set enees ae 102 
Eastern Germany....... 107 110 0 en Web ceed ie cael IE I aa 
PMangary arc e ees 94. 95 oe 
BO aaa a a ao BulAiteng acu. Meas 103 109 
Copper Czechoslovakia......... 99 —~ 
Balgavia cocon een a 101 105 Eastern Germany....... 100 2 
Czechoslovakia......... 109 108 Hussary, aoe 26 canna 101 115 
Elungaryaers soe aac. 113 105 Polat (nk x ow seni 98 93 
Roland tess ievtes aes. fate 82 Romaniae 542 eo aoe 99 89 


Source: Vneshnyaya Torgovlya SSSR za 1956 God and Vneshnyaya Torgovlya SSSR za 1957 God (Moscow, 


1958). 


deviations from the average do not show any significant 
decline in 1957 as compared to 1956, and in some cases 
were even greater than in 1956. Although they could 
be partly the effect of differences in transportation cost 
or in quality, it is doubtful that, for instance, changes 
in the relative prices of anthracite or manganese ore 
between 1956 and 1957 could result from these 
factors.3! It is likely, however, that the differences in 
commodity prices fixed by bilateral agreements with 
various countries were compensated by inverse differ- 
ences in prices of other exports or imports. The frag- 
mentary data on unit values of exports of other cen- 
trally planned economies indicate similar deviations 
from the average price by countries of destination. This 
is partly shown by the following examples indicating 
variations from the annual average price, taken as 100: 


1954 1955 
Exports from Hungary 
Crude oil to 
CPeE GOs OVEMEE ase cayy.s.5 aicsinnes 95 120 
Rasterm: Germanys «s.cy 0). +. « 90 90 
Polaml tcc .ees gute ett. ie 114 9] 


Aluminium to 
Ching (mamiland) =. .<.cecaleoe cs 112 139 
Polandceien ue cece sce cee meee 88 61 


Exports from Bulgaria 
Nitrogenous fertilizer to 


China (aosmaland) 3.0 eehlakaee 107 107 
Czechoslovakia. ...<...« <<<. lll 78 
STO PAP Ys. ncn ~ bance t eeneeens 114 114 
Poland. ue ae eee 108 82 
Oriana oo-kaek eek dee Le 60 116 
Tobacco to 
Czechoslovakia. . ..........++< 121 113 
Eastern Germany. ............. 85 LT 
Polarteam rete een eee 92 85 
USSR aceite eines cae eee 90 84 


Unlike the Soviet data, the unit values indicated above 
are not f.o.b. frontier, but are valued at point of change 
of ownership and may therefore reflect considerable 
differences in transportation cost, not only by country 
of destination but also from year to year. Despite this, 

‘!Tt is unlikely that the quality of these two homogeneous 


commodities changed between 1956 and 1957 or that their 


Een sperianng cost to the Soviet border recorded any significant 
change. 
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it is unlikely that the changes in price relations are 
entirely due to these factors. As in the case of Soviet 
export prices, they also reflect the fact that despite the 


principle of unified prices based on world prices, actual 
prices established in bilateral agreements may vary 
considerably from country to country. 


Changes in output of manufacturing, mining and agriculture 


During the inter-war period, output and trade of 
primary commodities were influenced in less industrial- 
ized Europe and in mainland China®? by general 
economic backwardness, agricultural over-population, 
low degree of diversification of national production and 
by a deficiency of effective demand, which in most cases 
was below the level required for full utilization of the 
existing productive capacity. In all these countries at 
one period or another, steps were taken by the Govern- 
ments to stimulate the development of manufacturing 
industry and thus achieve a more complete utilization 
of natural and human resources. In no case, however, 
were these efforts adequate to generate a rate of 
economic growth sufficiently high to alleviate the exist- 
ing conditions. In Czechoslovakia and Eastern Ger- 
many, the most industrialized countries of the group, 
demand during most of the inter-war period was seri- 
ously affected by the world depression. The demand- 
supply balance for primary commodities changed com- 
pletely in all these countries following the introduction 
of large-scale industrialization. 

32 For the sake of convenience, less industrialized Europe is 
defined inZthis section as including Bulgaria, Hungary, Poland 


and Romania; more industrialized Europe, Czechoslovakia and 
Eastern Germany, and eastern Europe, all six countries. 


In the Soviet Union, which began its plans of eco- 
nomic development in 1928, industrial production rose, 
according to the official_index, more than ten times 
between 1928 and 1950. Similarly, very high rates of 
growth were achieved during the post-war period by all 
centrally planned economies, where industrial produc- 
tion rose from 1950 to 1957 by as much as 136 per cent. 
Although these indices based on gross value overstate 
the increase in value added,*5 the actual expansion, 
measured by any standard, was unprecedentedly high 
and it has continued at very high rates into recent 
times (see table 38). 


It is significant that the rapid expansion of manu- 
facturing was a phenomenon common to all centrally 
planned economies, irrespective of their size or the 


83 This is particularly true for the Soviet index for the period 
from 1928 to 1950 (see United Nations, World Economic Survey, 
1955 (sales number: 1956.II.C.1), page 89). It should be noted, 
on the other hand, that indices of gross industrial production— 
which includes, in addition to manufacturing, mining and electric 

ower output—are used here to trace the development of manu- 
acturing. The latter is somewhat underestimated, on this score, 
inasmuch as output of mining has lagged behind gross industrial 
ees The understatement cannot be large, however, 
ecause the relative weight of mining in total industrial output 
is small. Output of electric power generally moved more in tae 
with the expansion of manufacturing. 


Table 38. Indices of Gross Output of Industry, Agriculture and Mining,» by Area 
(1950=100) 
Area and item 1928 1937» 19530 19564 1957 
Eastern Europe 
Less industrialized countries® 
RAMEN oe ce See ew ewe bec 5S 39 90 167 216 240 
Ree Pr AS kk AE OO 1068 2, 108 122 128 
Minbari) Sleek oda Sewers 82 81 125, 138 138 
More industrialized countries* 
Ree aca ale enh sles ils ous oe tic 84 83 154 195 212 
ccrmrminiaiiest so «cecil. ame ieenton «2012 119% 115 112 125 131 ¥ 
Ce Oe AA eee OEE 72 78 124 151 iS57/ 
Total, eastern Europe 
TeulreserS vai dire ain Bais BS ee eet are niet 61 68 160 204 224 
REE ae a Aa oi sie eo wt « 108! ae? 109 123 129 
RRRIIE cde tee BER wie cine = 12-0 2 78 79 124 144 147 
USSR 
Oe ee re 9 40 145 205 225 
PICU nit anid wer wws's woos as 0d 80 90 108 BH 138 
Rise fetes ens Peay ec eae ccs eso B74 58 128 176 195 
Chi inla 
us : be J Age RSF oo oe ae a 89 DAS Atsall 376 
AGENCE osc ide te pv e's a Sloe ewe so 122, 132 154 159 
Misti ine ents eres 292 5 66 167 281 326 
lanned j 
ee ss, 53 155 216 236 
Agricmifare. «22. ccvercrecercnresss 107 ALE 140 144 
UR eed cm Pice Ainge che be no avenge 65 129 172 188 


Source and footnotes to table 38 on page 146. 
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availability of industrial skills and resources. There 
was, however, a tendency towards retardation of the 


rate of growth-as-higher tevels-of development were 
approached. This tendency was reftected-im some 
levelling off of the inequalities in the degree of indus- 
trialization within this group of countries from 1950 
onwards. Thus, as indicated in table 38, in mainland 
China, where industrial development started from an 
extremely low level, industrial production increased, 
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from 1950 to 1957, 3.8 times. A much lower, but never- 
theless the second largest rate of increase—2.4 times— 
was achieved in the less industrialized area of Europe. *4 
It was still lower—2.3 times—in the Soviet Union, and 
lowest, only 2.1 times, in the industrially most devel- 


34This group includes Hungary, where industrial output 
declined in 1956 as a result of the uprising. From 1950 to 1955, 
Hungary’s gross industrial production expanded at the same rate 
as the average. In the other three countries of the group, output 
increased 2.5 times from 1950 to 1957, 


<<< FG 


Source: Industry: Gross industrial production 
indices as given in national statistical yearbooks 
and reports on fulfilment of plans. Group indices 
are weighted by the method described in United 
Nations, World Economic Survey, 1957, page 206. 
The 1937 figure for China (mainland) represents a 
rough estimate. 

Agriculture: Except for the Soviet Union for the 

ears indicated below and for China (mainland) in 
1937, indices of gross agricultural production as 
given in national statistical yearbooks and reports 
on fulfilment of plans. Group indices are weighted, 
using the output of an identical list of agricultural 
commodities in each country in 1956 valued by the 
Soviet Union export prices and—when no such 

rices were available—import prices in that year. 

he list includes: grain and rice, tobacco, vegetable 
oil, sugar, meat, milk, eggs, cotton, wool, flax, 
hemp, silk, jute, and tea. Since data on fruit and 
vegetable production were not available for each 
country, Boch fruit and vegetables, including 
potatoes, were excluded from this list to make the 
indices for various countries more comparable. 
For the Soviet Union no official index of agricul- 
tural production is available for the period covered 
except for the statement by Mr. Krushchev 
(Pravda, 21 June 1958) that the average increase in 
output of agriculture was 1.6 per cent from 1950 
to 1953 and 7.1 per cent from 1954 to 1957. This 
statement expressed in index form implies an 
increase of about 5 per cent in production from 
1950 to 1953, and a 38 per cent increase from 1950 
to 1957. Using Soviet export prices of 1956 and the 
available series on the physical output of com- 
modities included in the list above (excluding 
tobacco and hemp but including potatoes), the 
following indices of production were obtained 


(1950 = 100): 


1913 1928 1937 1953 1955 1956 1957 
90 80 90 108 127 146 141 


The index given in the table is based on the 
estimates above adjusted for minor discrepancies 
between these data and those given in Mr. eae 
chey’s statement. The 1937 figure for China 


(mainland) is derived by a similar method. As in 
the case of the Soviet Union, the index obtained by 
this method is very close to the official index 
reported for other years. This can be seen from the 
pallette comparison: 


1936 1949 1952 1953 1954 1955 1956 1957 
Official index... ... 56 83 86 88 96 100 104 
Computed index 79 57 85 86 87 96 100 104 


The closeness of the results is the more remark- 
able in this case as no data for livestock production 
are available for China (mainland); consequently 
the list of commodities had to be reduced accord- 
ingly. It should be noted, however, that the share 
of livestock production in China’s agricultural out- 
put is relatively very low. Thus, according to Ta 
Chung Lin (China’s National Income 1931-1936, 
The ‘Brockites Institute, Washington, D. C., 
1946), the gross value of output of livestock pro- 
duction was, in 1931-1936, only 14 per cent of the 
gross value of grains. This ratio was applied for the 
derivation of the relative weight for China (main- 
land) which would be comparable to the weight 
derived for other countries. 

Mining: In contrast to the indices of industry 
and agriculture which are, with the above-men- 
tioned exceptions, based on national statistics, the 
indices of mining output are derived entirely on 
the basis of physical output series weighted by 
Soviet foreign trade prices in 1956. A check on the 
accuracy of these estimates can be provided for 
countries which publish indices of mining output 
or for which es indices can be derived by com- 
bining indices for fuel and metals given separately 
weighted either by the value of product or the 
number of workers employed in these branches. 
As may be seen from the comparison given below, 
the discrepancies are generally small despite the 
fact that the relative weights used in the computa- 
tion of the indices most probably differ signifi- 
cantly. The following indices of mining output are 
based on 1950=100; those in the first column for 
each country were derived from physical output 
data and those ia the second column from data on 
gross value of output. 


Czechoslovakia Eastern Germany Hungary Romania 
LOS Generar ee 79 seta : fA 69M 60@ 64 109% = 97) 
He Gy eee ale neo Ak winter 119 123 NAR HOS 155: 174 167 180 
1956.e a en eee 149 149 oll 153 15] 167 203 220 
LOD ee 159 165 155 147 158 211 234 


(1936; no data available for 1937. The index of gross output for 1937 was obviously higher. 


(2) 1938. 


® Fuel extraction, mining of iron and manganese 
ores, mining and smelting of non-ferrous ores. 

> Figures for 1937 refer to the years from 1936 
to 1938 according to the availability of data. 

* Figures for agriculture represent averages from 
1952 to 1954, 

4 Figures for agriculture represent averages from 


1955 to 1957. 


*Includes Bulgaria, Hungary, Poland and 
Romania. Data for 1928-1937 pertain to pre-war 
territory, those for 1937-1957 to post-war 
territory. 


‘ Grain only. 


* Includes Czechoslovakia and Eastern Germany 
from 1937 on; up to 1937, Czechoslovakia only, 
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oped planned economies.’> The differences in the rates 
of growth were not entirely the result of the greater 
importance of retarding factors in the more developed 
economies, but were also due to the strenuous efforts 
of the national Governments to achieve a high degree 
of self-sufficiency in all stages of manufacturing. While 
this policy undoubtedly had the positive effect of 
bringing each country onto the path of industrial 
development, it often resulted in an over-emphasis on 
heavy industry and, within this sector, on engineering 
industries. The defect of this approach, now generally 
recognized, was the sacrifice of benefits from specializa- 
tion and trade along lines of comparative advantage, 
based on differences in natural resources, together with 
economies of scale based on expansion of the market. 


The expansion of manufacturing raised the demand 
for minerals, fuels and raw materials of-apricultural 
origin, and resulted in increased import requirements 
of raw materials and products which could not be 
produced locally, or of which domestic supply was 
inadequate. In primarily agrarian countries, this in- 
creased demand for imports could be met largely by the 
expansion of exports of primary -commiodities, hence 
by an intensified pressure on domestic supply. In the 
more developed countries, expanded requirements of 


raw materials could be covered partly by increased 
exports of machinery and other finished products; the 
import content of which probably did not increase pro- 
portionally. Such exports, however, were in competi- 
tion with the huge domestic investment programmes 
which absorbed a large proportion of the output of 
engineering industries. 


Demand for primary commodities was, in all coun- 
tries, further enhanced by rising domestic demand for 
food, associated with the increase in real disposable 
income of the working population as compared to its 
pre-war level. However, even in periods when real in- 
come was not rising, shifts of labour from the country- 
side to the cities, not accompanied by a commensurate 
shift in food supplies, resulted in relative increases in 
per capita food consumption by the peasants and con- 
siderable pressures of demand upon supply in the urban 
areas. 


Expansion of agriculture was very moderate com- 
pared to the swift growth of manufacturing in all cen- 
trally planned economies. After a disastrous decline in 


the early nineteen thirties, Soviet farm output, on the 
eve of the Second World War, exceeded its 1928 level 


by only about 10 per cent and was approximately at the 
same level as in 1913. The performance of agriculture 
was considerably better during the post-war reconstruc- 
tion period if all centrally planned economies are con- 
sidered as a group. As may be seen from table 38, the 
increase from 1950 to 1957 was of the order of 44 per 

35 The rate of increase would have probably been lower in this 


group were it not for the fact that Eastern Germany was still 
going through a process of recovery in the earlier part of the 


period. 


cent; however, the expansion was very uneven both 
from year to year and from country to country. In 
mainland China, where agricultural output expanded 
during this period more than in any other country, the 
increase was spread more or less evenly throughout the 
period;?6 part of it, however, was a result of recovery 
from war devastation, the 1936 level of output not 
having been regained until 1951-1952. In the Soviet 
Union the over-all rate of increase in agricultural pro- 
duction exceeded that of mainland China for the period 
from 1937 to 1957 as a whole, but fell considerably 
short of it during the 1950-1957 period. A character- 
istic feature of developments in the Soviet Union was 
the fact that most of the expansion occurred between 
1954 and 1957, whereas between 1950 and 1953 the 
increase was below 2 per cent a year. The expansion 
of farm output was smaller in the eastern European 
countries, which, except for Eastern Germany, did not 
regain their pre-war level until 1954 and exceeded it 
by only 13 per cent in 1957. Changes in individual 
countries ranged from a decline of 4 per cent in Czecho- 
slovakia to an increase of about 20 per cent in Eastern 
Germany. 


On the other hand, although the expansion of mining 
output clearly lagged behind the expansion of manu- 
facturing in all countries throughout the period of 
central planning,*? the lag was in most cases moderate, 
quite unlike that of agriculture. Thus, the growth of 
manufacturing in the Soviet Union from 1928 to 1950 
was sustained by an almost sixfold increase im—mining 
output. A fairty close relation between gross-industrial 
production and mining output is also ascertainable for 
the entire group of centrally planned economies from 
1950 to 1957 when an increase of 136 per cent in the 
former was matched by an increase of 88 per cent in 
the latter. However, during this latter period the rela- 
tive rates of growth of mining output in individual 
countries were less directly associated with the rates 
of expansion achieved in manufacturing. Thus, the 
highest rate of growth in mining was achieved in main- 
land China, followed in decreasing order by the Soviet 
Union, more industrialized eastern Europe and less in- 
dustrialized eastern Europe. 


The differences between the rates of growth of min- 
ing output in different areas reflect primarily differences 
in the availability of untapped mineral resources at the 
period of inauguration of the long-term plans. Although 
during the pre-revolutionary period and throughout the 
period of reconstruction the rate of growth of extrac- 
tive industries outdistanced the growth of manufactur- 
ing in the Soviet Union, the level of mining output at- 
tained by 1928 was low relative to the country’s endow- 
ment in mineral resources. Expanded geological re- 


36 Disregarding fluctuations due to weather conditions. 

37 It should be noted that in at least two countries, mainland 
China and Eastern Germany, mining output during the pre- 
planning period grew faster than that of manufacturing. This 
reflects mostly war-time expansion of coal mining. 
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search and prospecting during the five-year plans 
brought further discoveries and resulted in a widening 
of the mineral base to include a range of previously 
unavailable raw materials. Improvements in technology 
and transportation made possible the exploitation of 
mineral deposits which previously had been physically 
inaccessible or the extraction of which had been un- 
economical, with the result that the rate of expansion 
of mining output, by and large, fell into step with the 
general pace of industrial development. More exactly, 
at different periods of time, the supply of minerals was 
short of the requirements imposed by the plan. Such 
shortages, however, were the result of inadequacies in 
planning, different degrees of plan fulfilment in differ- 
ent sectors, long maturation periods in mining con- 
struction and similar factors affecting the short-term 
supply-demand position, rather than the result of an 
inability to expand the mineral base sufficiently. 


The situation in the eastern European countries was 
different in this respect. This area is much poorer than 
the Soviet Union in mineral deposits, and the rates of 
utilization of available resources were relatively much 
higher at the time planning was initiated. While in the 
Soviet Union the exploitation cost of new deposits was 
frequently lower than in the older producing regions, 
esparicion oF mining i esstera” Hurepe “eas ne 
achieved at increasing cost. In fact, increases in output 
had often’to be brought about by re-opening mines pre- 
viously abandoned because of high cost. The shift to- 
wards poorer deposits, particularly intense in eastern 
Europe, entailed rising unit costs and became an im- 
portant limiting factor of the expansion of mining. 


While these considerations seem to offer a valid 
explanation of the differences in the relative rates of 
growth of mining in the two areas, there are some varia- 
tions in the rates of change within the group of eastern 
Kuropean countries which deserve notice. Between 
1950 and 1957, the rate of increase in mining output 
was particularly high in Bulgaria and Romania; it even 
exceeded that of the Soviet Union. Among all the east- 
ern European countries, Bulgaria is industrially the 
least developed and its natural resources were largely 
untapped at the beginning of industrialization. In 
Romania, on the other hand, the high rate of increase 
reflects, to a large extent, the recovery of crude oil 
output which reached its 1936 level as late as 1953, and 
also a very substantial improvement in drilling and ex- 
ploitation technology not experienced to any compa- 
rable extent in other branches of mining. 


DIVERSIFICATION OF FOREIGN TRADE 


The lack of diversification of production before the 
plan era in most of the centrally planned economies had 
its counterpart in a low level of diversification of ex- 
ports. Practically all commodities available for exports 
in the Soviet Union, mainland China, Bulgaria and 
Romania were products of land and mines. By export- 


ing such products these countries were able to cover 
most of their demand for machinery and a large part of 
their demand for industrial consumer goods. In Hun- 
gary and Poland exports of manufactures, mostly con- 
sumer goods, were relatively more important although, 
here too, most of the exports consisted of primary com- 
modities. 


The dependence on exports of a limited number of 
primary commodities as earners of foreign currency 
may be ithystrated by the fact that in Russia, for in- 
stance, prior to the iret Worle Wat, Scilll ane lumber 
accounted for as much as 50 per cent of total exports. 
In Bulgaria, prior to the Second World War, exports 
of tobacco and fresh fruit represented 60 per cent, while 
in Hungary exports of meat, including animals for 
slaughter, and grain accounted for 40 per cent of the 
total. Even more dependent on a single commodity for 
its export proceeds was Romania, where the share of 
petroleum and petroleum products in total exports was 
40 per cent. The list of exported primary commodities 
was somewhat more diversified in Poland; none the 
less, two items—coal and.Jumber—accounted for over 
30 per cent of its export proceeds. Such an export struc- 
ture made these countries very sensitive to the fluctua- 
tions of foreign demand for primary commodities. 


Unlike exports, the structure of imports was char- 
acterized by a relatively low weight of raw materials. 
Unfortunately, the available commodity classification 
does not permit a distinction to be made between raw 
materials and semi-manufactures, but it is none the less 
quite certain that, whereas most food exports consisted 
of staple commodities, food imports represented refined 
and finished products. Similarly, whereas most of the 
export commodities included in table 39 under “raw 
materials and semi-manufactures”’ consisted in 1938 of 
raw materials, most of the imports were semi-manufac- 
tures. In certain cases imports of textile raw materials 
and fuel, or even ores, accounted for a sizable percent- 
age of the total, but even then the share of raw mate- 
rials in imports was small as compared with that of 
exports. 


The changes in economic structure which occurred 
in all these countries during the period of industrializa- 
tion resulted in a significant diversification of exports 
and considerable changes in the demand for imports. 
This was associated with a general lessening of the rela- 
tive importance of individual commodities in exports.38 
It involved at the same time, at least for the eastern 
European countries, a greater dependence on imports 
of staple foods and industrial raw materials. 


The diversification of exports took the form of a de- 
cline in the share of foodstuffs and a corresponding 
increase of the share of manufactures, specifically of 
machinery and equipment (see table 39). In certain 
countries, some degree of substitution took place be- 


88 With the exception of Poland. See page 150. 
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Couniry and item 


Table 39. Changes in Commodity Composition of F oreign Trade, by Country 


(Percentage distribution) 


ent On ON Ge ind 


1938 1949 
ess industrialized countries 
Bulgaria* 
ees and equipment........... 31.5 25.0 
Industrial consumer goods........... 5.4 4.3 
TC a Tie a er Se O.7 
Raw materials and semi-manufactures.. 59.9 61.0 
Hungary 
Machinery and equipment........... 8.0 17.4 
Industrial consumer goods........... 29.0 aut 
re Foe Goh ong ns iw cas 6.0 3.0 
Raw materials and semi-manufactures.. 57.0 76.4 
Poland 
Machinery and equipment........... 14.0 24.4 
Industrial consumer goods........... 14.0 2.8 
Food..... ERLANG Bohs mM Sa See 5.0%: 9.0 11.4 
Raw materials and semi-manufactures.. 63.0 61.4 
Romania» 
Machinery and equipment........... 23.0 24.5 
Industrial consumer goods........... 55.0 7.6 
ONS CRT oe ee ee 4.0 4.8 
Raw materials and semi-manufactures.. 18.0 63.1 
More industrialized countries 
Czechoslovakia« 
Machinery and equipment........... 9.8 7.3 
Industrial consumer goods........... 5.9 1.7 
OE ae ae oe ee 16.3 26.4 
Raw materials and semi-manufactures.. 68.0 64.6 
Eastern Germany4 
Machinery and equipment........... 121 8.2 
Industrial consumer goods........... : 16.5 
PME A te ee kn ne ano, ois > a as oe 36.3 31.4 
Raw materials and semi-manufactures.. 51.6 43.9 
USSR 
Machinery and equipment............. 34.5 
Industrial consumer goods............. 1.0 
Mee te nee chee sche we oe Se ate 2% 12.8 
Raw materials and semi-manufactures.... 51.7 


Imports Exports 
1953 1956 1957 1938 1949 1953 1956 1957 
S996 494 30.6 SO Merl ans Gals 
AADIOAD. 9116 AO eves lal 17 Ao Ds 
ae he 6.9 ADO Made 7? e875 90,1 294'8 
55.0 51.9 52] 48.0 86.1 572 49.9 400 
18.7 125 118 9.0 174 35.2 303 38.0 
ef eA eS S10) 172 620.10 154 hss 
119 12.7 103 57.0 (482 24.7 30.9 264 
67.7 70.8 71.7 13.0 222 20.0 23.4 22.1 
40.6 33.2 23.8 TOMA 19.5)" i568 O00 
O70 igo mins O.0ulr 91). 19.6 mao MiG 
6.7 19411714 320 198 20.3 11.7 126 
50.0 48.6 53.1 58.0 68.7 57.8 63.8 61.0 
41.6 20.5 Sos 83.) 10.1 
ee re 10.° 0% 42 35 
he 41.0 48.7 16.7 238 
52.4 68.2 58.0) 5036-708) §626 
140 172 187 6.4 272 42.4 403 408 
15 32 —39 36.8 279 12.2 154 174 
30.2 24.6 23.4 heme Fe ee) 
SiS ease OLS 470 (37.1 36.6) 30.0.9 348 
52a A] a79 (319 627 60.4 
23.9 18.3 9 4998 193 208 
40.9 36.1 [36 67 0 Omene0 
30.0 40.9 Wie7 40.3) 9 COMI G.S 
vet 248 © 23.9 5.0 T73e se 
ek ona ye 7.9 DR 
fa AG AE O14 30.5 10.8 18.0 
ed 3 502 56.6 69.1 63.4 


a 


Source: In addition to the sources given in United Nations, 
World Economic Survey, 1955, table 55, page 120, and Economic 
Survey of Europe in 1957 (sales number: 58.II.E.1), chapter VI, 
table 4, page 8 and appendix table XXXIII, page A-53, the 
following sources were used: 

Bulgaria: Statisticheski Godishnik na Tsarstvo Bulgaria, 1942 
(Sofia) ; 

ad ary: Magyarorszag 1938 Evi Kulkerskedelmi Forgalma, 
1939 ( stage) and reply of the Government of Hungary to the 
United Nations questionnaire of 1957/1958 on economic trends, 
problems and eines: 

Poland: Concise Statistical Yearbook, September 1939—June 1941 
(Glasgow); Rocznik Statystyczny 1955, 1956, 1957 and 1958; 

Czechoslovakia: Postaveni CSR ve Svetovem aha pee 
(Prague); Statisticka Rocenka Republiky Ceskoslovenske, 1958 


(Prague) ; 


tween exports of foodstuffs and exports of agricultural 
raw materials and minerals. But even in these coun- 
tries, the increase in the relative importance of the 
latter in total trade was insufficient to offset the fall in 
the relative importance of the former. In consequence, 


USSR: Statistika Vneshnei Torgovli SSSR, No. 12, 1938 
(Moscow); Vneshnyaya Torgovlya SSSR, Nos. 4 and 8, 1958 
(Moscow); Vneshnyaya Torgovlya SSSR za 1957 God (Moscow, 
1958). Figures for 1956 and 1957 include re-exports, also the 
value of goods purchased and resold by Soviet agencies without 
crossing the Soviet border. Grants-in-aid and other non- 
commercial transactions, and the value of goods in transit across 
Soviet territory are not included. 

aData indicated in columns for 1938, 1949 and 1953 refer to 
1939, 1948 and 1952 respectively. 


b Data indicated in columns for 1949 refer to 1948. 
© Data indicated in columns for 1938 refer to 1937. 


4 Pata indicated in columns for 1938, 1949 and 1956 refer to 
1936, 1950 and 1955 respectively. 


exports of primary commodities generally declined in 
relation to total trade. 


The fall in the share of foodstuffs was already well 
marked in the industrially less developed eastern Euro- 
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pean countries as early as 1949.39 This decline reflected 
the shrinkage of agricultural output, as well as of the 
share of food production offered for sale, which, at that 
stage, was in part due to the distribution of large land- 
holdings among the peasants. The decline in the share 
of food in exports continued in Bulgaria and Poland 
throughout the post-recovery period, and in Hungary 
and Romania until 1953. In all these countries this 
reduction took place in the face of the most intense 
drive for industrialization and the related rise in de- 
mand for imports. In contrast, the rise in the share of 
manufactured goods began only after the inauguration 
of the five-year plans and continued at an undiminished 
rate until very recent times. However, the movement 
of the shares of the two components of manufactures— 
capital goods and industrial consumer goods—was quite 
different in the various countries. Between 1938 and 
1949, there was already some increase in the share of 
capital goods, particularly in Hungary, which subse- 
quently accelerated everywhere. On the other hand, 
the share of industrial consumer goods was, in prac- 
tically all countries, lower in 1949 than in the pre-war 
period and, except for Bulgaria, has not risen appreci- 
ably anywhere since then. In fact, the only two coun- 
tr‘es of the group, Hungary and Poland, where the rela- 
tive share of industrial consumer goods in total exports 
was not negligible before the war, registered a fall in 
the share of such goods, after a temporary rise, with 
the result that it was even lower in 1957 than in 1949. 


The post-war decline in the share of food exports in 
the industrially less developed centrally planned econ- 
omies had its parallel in the decline of Soviet food 
exports in the post-revolutionary period. Thus, while 
in 1913 foodstuffs accounted for as much as 58 per cent 
of total exports from Russia, their share had declined 
to 21 per cent by 1928. Unlike the post-war develop- 
ments in the eastern European countries, however, the 
share of food exports increased considerably during the 
great industrialization drive in the early nineteen thir- 
ties and, although it declined subsequently, it rose 
again by 1938 to 30 per cent of total exports. Con- 
versely, Soviet exports of machinery and equipment 
remained a negligible proportion of total exports 
throughout the first two five-year plans. These differ- 
ences in development are remarkable inasmuch as they 


reflect the impact of the creation in the post-war period 
of a self-contained market within the group of cen- 


During the post-war period the share of foodstuffs 
in Soviet exports declined very substantially. A rever- 

BY Though data on exports in physical terms are seanty for this 
period, there are indications that the decline was also in absolute 
amounts. In fact, it appears that most of the absolute decline in 
food exports of this area between 1937 and 1956 occurred 
between 1937 and 1949 (see page 153). 
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sal of this decline may have occurred only in 1955 in 
connexion with the significant increase in output since 
that year. As in the other countries, the decline of the 
relative importance of food exports was associated dur. 
ing this period with a rise in the share of exports of 
machinery and equipment. The latter increase, al. 
though not as spectacular as in most of the other coun- 
tries, was sharp enough to bring the shares of food- 
stuffs and capital equipment to about an equal level by 
195: 


The relative importance of single commodities as 
earners of foreign exchange has been considerably 
lower in most countries of the group in recent years 
than it was before the inauguration of the five-year 
plans. In the Soviet Union the two largest single export 
items in 1957 were grain and cotton. These together 
accounted for only 19 per cent of the total, despite the 
fact that grain exports were at an unusually high level 
in that year, exceeding more than twice the average for 
1955 and 1956, In Bulgaria the share of tobacco and 
fresh fruit amounted in 1956 to 20 per cent of total 
exports. Even more diversified was the list of primary 
commodities exported in 1956 from Hungary, where 
the combined exports of meat, bauxite and grain did not 
exceed 15 per cent. Only in Poland did the relative im- 
portance of a single commodity in total exports in- 
crease, exports of coal (and coke) accounting for as 
much as 43 per cent of the total in 1956 and 34 per cent 
in 1957. This exception, however, was due to the acqui- 
sition of western Upper and Lower Silesia which made 
Poland one of the world’s largest producers and export- 
ers of coal in the post-war period. However, the share 
of coal in total exports, which was considerably higher 
in 1949 than before the war, has tended to decline since 
that year as other exports expanded, while the volume 
of coal exports declined. This is not fully reflected in 
the statistical data based on current prices owing to the 
steep increase in prices received for a sizable proportion 
of Polish coal shipments to the Soviet Union, which 
before 1953, were delivered at extremely low prices. 


Although the relative importance of major export 
commodities generally declined in some countries, 
there was a rise in the share of some primary commodi- 
ties previously not available for export or available in 
small quantities only. This was especially important in 
the Soviet Union, where the fall in the relative share 
of lumber and foodstuffs after the war was, to a large 
extent, compensated by an increase in the share of fuel, 
iron ore, non-ferrous metals, cotton and some other 
materials. Similarly, there was an increase in the share 
of fuel and metals in Bulgaria. In Hungary and Poland 
the relative importance of exports of metals has also 
tended to rise. 


On the import side, the share of machinery and 
equipment tended to rise in all countries until about 
1953 and to decline afterwards. The increase between 
1938 and 1949 was accompanied by a decline in the 


‘lative importance of imports of industrial consumer 
goods. Similarly, the increase in the share of capital 
goods imports between 1949 and 1953 was accounted 
sr by a decline in the share of imports of raw materials 
sr industrial consumer goods and also, in most cases, 
‘ foodstuffs. Conversely, the decline in the share of 
sachinery and equipment after 1953 had its counter- 
wt in an increase in the share of food imports. On 
alance, the rise in the share of foodstuffs between 
338 and 1949, and again between 1953 and 1957, was 
rger than the intervening decline. In consequence 
ie relative share of foodstuffs in total imports was. 
. each country, higher in 1957 than before the war, 


While the share in total imports of raw materials and 
*mi-manufactures, taken together, tended either to 
scline or to remain unchanged, the relative impor- 
mce of raw materials, taken alone, tended to rise. 
these developments appear to have been different only 
1 the Soviet Union where the share of imported metals 
id some agricultural raw materials showed a tendency 
» decline. 


Unlike the other centrally planned economies, East- 
mm Germany _and most parts of Czechoslovakia were 
adustrially highly developed at the time of inaugura- 
-on of the long-term plans. Although before the war 
vese countries were major sugar producers and ex- 
sorters, and Eastern Germany had some exportable 
arplus of grain and potatoes, most of their exports con- 
sted of greatly diversified and high quality products of 
nanufacturing industry. Their imports, on the other 
and, consisted to a large extent of processed foods, 
gricultural raw materials for industry and minerals. 


None the less, the composition of the foreign trade 
f these two countries differed significantly before the 
Jan era. While more than 85 per cent of the commodi- 
ies leaving the area of Eastern Germany before the war 
onsisted of finished manufactures, such goods ac- 
ounted for only 43 per cent of Czechoslovak exports. 
Aoreover, while most of the German manufactures 
onsisted of machinery and equipment, the greater part 
f manufactures exported from Czechoslovakia were 
onsumer goods. Although exports of food and raw ma- 
erials represented a relatively small part of the total 
a both countries, the share of such goods in Czecho- 
lovak exports was much higher. Conversely, although 
oth countries were heavy food and raw material im- 
orters, the share of imported foodstuffs and raw ma- 
erials was much higher in German than in Czecho- 
lovak imports. 


The situation changed drastically during the period 
mmediately following the war. Devastation and under- 
tilization of capacity were more severe in Eastern 
ferman industries producing finished commodities 
han in industries producing raw materials and semi- 
nished goods. As a consequence, the share of this 


ountry’s exports of machinery and equipment fell 
harply, while that of raw materials an semi-manufac- 
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tures increased. In Czechoslovakia, on the other hand, 
there was in the meantime a steep rise in the share of 
exports of machinery and equipment accompanied by a 
decline in the share of both industrial consumer goods 
and basic materials.4° These changes brought the com- 
pos ton of exports of these two countries quite close to 
one another, The rise in the import share of foodstuffs 
in Czechoslovakia, brought about by the decline of agri- 
culture, had a somewhat similar effect on the import 
side. 

During the following years, the composition of ex- 
ports of these two countries was largely influenced by 
changes in the composition of imports of the other 
countries of the group. Between 1949 and 1953 ma- 
chinery and equipment increased in importance in both 
countries, although to a greater extent in Eastern 
Germany, in line with the reconstruction of capacity. 
The shift towards machinery and equipment was accom- 
panied in Eastern Germany by a decline in the share 
of exports of basic materials, and in Czechoslovakia by 
a further decline in the relative importance of exports 
of industrial consumer goods. After 1953, as the invest- 
ment programmes in other eastern European planned 
economies slowed down, the share of exports of ma- 
chinery and equipment became stabilized at about 60 
per cent in Eastern Germany and about 40 per cent in 
Czechoslovakia. Correspondingly, the share of exports 
of basic materials remained fixed in Czechoslovakia at 
a higher level than in Eastern Germany. 


On the import side, developments in these two coun- 
tries during the plan era were the reverse of those in 
the other eastern European countries. Between 1949 
and 1953, the share of food imports rose and that of 
basic materials declined. Between 1953 and 1957 the 
movement was reversed in Eastern Germany, while in 
Czechoslovakia the decline in the relative importance 
of food imports during this period was counterbalanced 
by an increase in the share of imported manufactures. 


CHANGES IN OUTPUT, CONSUMPTION AND TRADE, 
BY MAJOR COMMODITY GROUPS 


The decline in the share of exports and the increase 
in the share of imports of primary commodities in the 
foreign trade of the centrally planned economies was 
the result of a steeper rise in consumption than in 
domestic production of these commodities. This pat- 
tern of change was particularly marked in the eastern 
European countries, but it was also apparent in the 
Soviet Union. Only in mainland China was the rate of 
increase in domestic consumption of primary com- 
modities somewhat lower than that of domestic output 
(see table 40). This exception was not, however, of 
sufficient weight to prevent the shrinking of the tradi- 
tional export surplus of this group of countries to about 
17 per cent of its pre-war size. 

40 This reflects in part the fact that Czechoslovakia suffered 
little from war destruction and that its industrial capacity was 
expanded durmg-+the-war-— 
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This general trend, however, conceals the existence 
of divergent tendencies for commodities available for 
export and for those of which domestic production was 
inadequate during the pre-war period. In the case of 
surplus commodities the rise in consumption as a rule 
exceeded the increase in production, thereby reducing 
the share of output available for export to the rest of 
the world. In contrast, consumption of deficit com- 


Deficit commodities Ralios 

Cy ee 2.27 
Tene, Gane HON ARE Sco 1.69 

i Bers ye Fae) LL CE © 1.64 

W Golesi are etre Suet 1 
INMTMANGHE  a¢g panne One aoc 8 
Cotton Se ran tee ae U7 
[rOnOTe we ee ater atc: 1.03 
Honapy etter eration teas xe anes 1.01 


Table 40. All Primary Commodities: Indices of 
Output, Trade and Apparent Consumption 
(Pre-war as percentage of late post-war period) * 


Apparent 
Area Output Imports Exports consump- 
tion 
Eastern Europe 
Less industrialized 
COUNTIES a eee 76 45 122 68 
More industrialized 
COUNTRIES HE ere 74 58 45 74, 
TOTAL, EASTERN Europe 75 53 99 70 
USSR eet 50 i 37 49 
Totat, USSR anp 
EASTERN Europe 58 40 65 56 
China (mainland)........ 65 61 80 66 
TOTAL, CENTRALLY 
PLANNED ECONOMIES 59 47 68 58 


Source: Estimated by applying 1956 Soviet export prices or, 
when not available, import prices to the quantities of output and 
trade of selected commodities. 

* Data for agricultural commodities used for the calculation 
of indices represent averages for 1934-1938 and 1955-1957; for 
mineral raw materials and timber, averages for 1937-1938 and 
1956-1957. 


All of the eight major deficit commodities show a 


higher increasé in production thanin-—consumptien, 


while the reverse is true for all but one of the eleven 
major surplus commodities. Notwithstanding these dif- 
ferences, changes in output and consumption show a 
fair degree of correlation. The higher or lower rates of 
increase in output were generally associated with higher 
or lower rates of expansion of consumption. Consump- 
tion of some deficit commodities, though rising more 
slowly than output, expanded at a much higher rate 
than consumption of several surplus commodities, 
which increased more than output. Changes in produc- 
tion were primarily geared to changes in domestic re- 
quirements rather than to the foreign demand and were 
determined by relative priorities assigned by the plan- 
ning authorities to various commodities. 
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modities increased less than output and, in conse- 
quence, the dependence on imports from the rest of 
the world tended to decline. These very characteristic 
differences in relative changes in output and consump- 
tion are clearly seen from the comparison of the ratios 
of percentage increase of output to percentage increase 
of apparent consumption of selected primary com- 
modities shown below. #4! 


Surplus commodities Ratios 
ZING csc eee 1.07 
Grain and ciGe see oie 0.99 
Brow coalecne. eo eee 0.98 
Meat 205 .0oe ee ion eer 0.97 
SUPE cx rs che a we cn egnnoe Bees 0.97 
Egos O. aut oak we nh eee emcees 0.96 
Petroleum. 2.2. 2ack ic ee ee 0.93 
Hard. coals ii. sera eee 0.90 
Plates es le poe eee 0.90 
Marioanesé.¢ 24344 ss veuneee= 0.88 
OT reece ola cee eee eae 0.70 


Since the real income of the population increased 
less than total production, consumption and therefore 
output of raw materials used primarily in production 
of consumer goods increased at a lower rate than con- 
sumption and output of commodities used primarily 
for production of capital goods. This tendency was best 
reflected in the lower rates of growth achieved in out- 
put and consumption of food and agricultural raw ma- 
terials as compared to those achieved in output and 
consumption of metals and fuels. It should be added, 
however, that although this pattern of growth was 
obviously largely influenced by the considerable in- 
crease in the rate of investment in relation to national 
income, it cannot be entirely attributed to this factor, 
The rise in the real income of the population would in 
any event result in a shift of demand in favour of dur- 
able consumer goods and, therefore, call for a greater 
increase in supply of metals and other raw materials 
than of food. In fact, such a shift in demand took place 
in most of the European centrally planned economies 
during very recent years on the basis of rising levels 
of consumption. The effect of such shifts in demand on 
supply is much less direct in the centrally planned 
economies than in private enterprise economies and 
depends largely on the preference schedules of the 
planning authorities. However, recent experience indi- 
cates that the composition of supply and output in the 
centrally planned economies shows a fair degree of sen- 
sitivity to-changes in consumer demand, provided that 
such changes do not infringe upon higher priority sec- 


balances. — 


The rise in output of foodstuffs was considerably 
smaller than that of all other primary commodities. In 


41 For agricultural commodities indices for 1955-1957 based on 
1934-1938 =100; for industrial commodities indices refer to 
1956-1957 based on 1937-1938 =100. All indices were derived 
from tables 48 to 53. 
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able 41. Indices of Changes in Populatio d 
Per Capita Food Production and Cannan 


(1955-1957 = 100) 


Area and item 1934-1938 1934-1938> 1950 


rstern Europe 
Less industrialized countries 


PMPATIOD S60. ely Lok es 100 100 92 
Food production per capita.. 81 87 89 
Food consumption per capita. 7 8le £3 
More industrialized countries 
Banulation yo. 0. SPs ae st 103 100 100 
Food production per capita.. 99 100 79 
Food consumption per capita. 88 89e Ht 
otal, eastern Europe 
SACS 108 100 95 
Food production per capita.... 86 91 86 
Food consumption per capita... 80 84 81 
“SSR 
0 85 95 90 
Food production per capita.... 65 66 78 
Food consumption per capita.. 64 65¢ 7 
sotal, USSR Pe eastern Europe 
0 Oe 92 97 92 
Food production per capita.... 7: 7 81 
Food consumption per capita.. 7 (Ze 79 
Jhina (mainland) 
NRE one sicelg & < 77 77 88 
Food production per capita.... 99 99 85 
Food consumption per capita. . 101 101le ee 
“otal, centrally planned economies 
RAE RES no ins Sines wis 08 2 83 89 
Food production per capita.... 86 88 83 
Food consumption per capita.. 85 87e¢ ane 


Source: For methods of calculation, see source for table 40. 
~opulation indices based on data from national statistical year- 
»ooks and Statistical Office of the United Nations. The 1937 
mdex for China (mainland) is based on an estimated population 
»f 476 million which may be subject to a substantial margin 
of error. 

® Pre-war territory; population in 1937. 

> Post-war territory; population in 1937. 

¢ Trade in pre-war territory, production in post-war territory. 


che more industrialized countries per capita production 
of food remained in 1955-1957 at about the same level 
is before the war (see table 41). In the other eastern 
European countries, it did not increase by more than 
[5 per cent.4? In mainland China the substantial in- 
*reases in food output during recent years were barely 
sufficient to make up for the decline in output during 
he war and the continued growth of population. In 
sonsequence, per capita output in 1955-1957 did not 
xceed the pre-war level. The only country showing a 
onsiderable rise in per capita production was the 
soviet Union. While Soviet food production increased 
yetween 1934-1938 and 1955-1957 by about 60 per 
ent, the population rose by 5 per cent only. This rise 
n food production, however, was from an extraordi- 


42 In these two regions population was, in 1957, approximately 
he same as before the war. In Eastern Germany and Czecho- 
lovakia this was the result of the outflow of population to the 
‘ederal Republic of Germany, or of the expulsion of the 
udeten Germans. In the other group of countries, the main 
easons were the losses of population suffered during the war 


y Poland. 


narily low level caused by the decline of output during 
the collectivization period from which it had not fully 
recovered by 1934-1938. In fact, the decline in per 
capita output during the period 1926-1930 to 1934— 
1938 was so severe that most of the increase during 
succeeding years merely compensated for this decline. 
In that period, food output diminished by about 13 per 
cent and the population increased by about the same 
percentage; these together resulted in a per capita 
decline of about 23 per cent. In effect, per capita food 


production by 1955-1957 was no more than’ 17 per cent 
higher than in 1926-1930.48 


As a result of the lag in output, the balance of food 
trade of the centrally planned economies changed 
significantly. The rise in consumption in excess of out- 
put resulted in considerably greater increases in im- 
ports than in exports (see table 42), and the centrally 
planned economies tended to become net importers of 
food in contrast to the pre-war-period when they were 
bone teritlgiet eeroriee eieauiven aie de EE y net exporters. The most marked changes 
in the balance of food trade took place in the eastern 
European countries. The once substantial export 
surplus of Bulgaria, Hungary, Poland and Romania was 
reduced, between 1934-1938 and 1955-1957, by about 
60 per cent as a result of a decline in exports and a 
fourfold increase in imports. Simultaneously, there was 
a threefold increase in the food deficit of Czechoslo- 
vakia and Eastern Germany. 


The Soviet Union and mainland China were able to 
increase food exports very considerably. However, 
although Soviet food exports in 1955-1957 were more 
than double their pre-war level, the rise in imports was 
about sixfold and the average deficit increased. Only 
mainland China succeeded in reducing food imports 
and increasing exports, despite its prevailing low level 
of consumption, and the resulting export surplus seems 
to have offset the deficit of the other areas in 1955— 
1957. 


The relative importance of the food trade in various 
areas may be seen from the average export and import 
values for 1955-1957, indicated in table 43. Since ex- 
ports and imports of food may fluctuate from year to 
year under the influence of changes in harvest, an 
average for the three years for which data were avail- 
able secms more indicative of the relative importance 
of trade of various countries than data for any single 
year. It should be stated, however, that although the 


43 The considerable discrepancy between changes in food 
production indicated in the text and in total agricultural output 
as given in table 38 is due to differences in the periods covered as 
well as to a considerable disparity between rates of increase in 
food production and in output of industrial crops. While output 
in 1926-1930 was approximately the same as in 1928, in 1937 
it was considerably above the 1934-1938 average owing to the 
recovery from 1932 to 1937. On the other hand, while food out- 
put, which had suffered a severe decline during the early nine- 
teen thirties, had only regained its 1928 level in 1937, production . 
of industrial crops had doubled between these two years. In 
consequence, total agricultural production increased by about 
12 per cent between 1928 and 1937. 
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Table 42. Food and Agricultural Raw Materials: Indices of Output, 
Trade and Apparent Consumption 
(1955-1957 = 100) 
Food» Agricultural raw materials» 
)6 a 924—- js 4Q-— 96— 4j- lee 948- 
fun marcy Pes Mo 188 ~—«1938 «1952 
Area and item (pre-war lerritory) (post-war territory) (pre-war territory) (post-war territory) 
Eastern Europe 
Less industrialized countries 
Production........... ae 89 86 82 ee 74 65 78 
Iiiportsaeeeascney eet: 44, 25 (17) 49 65 (77) 
Esporte’ to. ise suse: 162 IBS} (73) 189 169 (14) 
Apparent consumption... . 83 8le 80 ee 66 63° 78 
More industrialized countries 
Production: weit Ate 102 100 79 cer Bi 37 55 
[na pOntS orenee Me aerate tes 76 40 (33) 2, 101 (56) 
EXpOLt Seca ecetn ee 281 103 (92) wate — = 
Apparent consumption... . 91 90° ql Lees 94, 940 56 
Total, eastern Europe 
BROOM OWOM, ooauosonsooe ee 93 9] 81 rs 68 61 74 
TMpontlene garetts 65 35 (27) 80 83 (66) 
EXPOLietawaen Meee wie: 172 129 (75) 175 149 (11) 
Apparent consumption... ... 86 84e at s-3 78 76° 69 
USS 
PRGOUNOMONM, . ae ower case aes 55 63 70 ay 54 78 
Jniports tire sees ohne weno 15) 16 (18) 38 68 39 (49) Sy 
Expontsianne cinemas ore 4] 26 (41) 23 i ll (11) a 
Apparent consumption... ... 59 62° 71 o7 3 Saree 
Total, USSR and eastern 
Europe 
[ETO UCH Olea aCrniete see 68 UZ 74 dis 53 se 78 
Vimportexcer aver avan saison 46 31 (32) 61 o2 (61) 
EXPOS gracile tance 92 66 (44) 15 14 a! 
Apparent consumption... ... 66 69° 73 7 63 65° 
China (mainland): 
IPROOWOWOIN. 6 nagonoucsce o. 76 76 74 pees 48 48 
UM POLES Betws sess tens 573 384 Be 129 it 
PR pOr Sie terra, one re aa ates: 72 81 td 165 113 
Apparent consumption... ... Of TTS uh: a 45 45° 
Total, centrally planned 
economies 
[eral G acuaeancuer ue 70 iB: 74 $e x 51 52 
HNPOLtS eee early wane 63 42 eae 86 68 
RUXPOXtS genre hers bustin 85 71 ate 53 39 
Apparent consumption... ... 69 tee ae ee sal 56 58° 
Source: For methods of calculation, see source for slaughter; trade of milk includes milk equiva- 
given for table 40. Indices in parentheses based on lent of butter only. 
incomplete data. 5 Including cotton, wool, flax, hemp, silk, jute, 
* Including wheat, rye, barley, oats, maize, rice, natural rubber. 
meat, milk, eggs, tobacco, vegetable oils, sugar, tea, ¢ Trade in pre-war territory, production in post- 
coffee, cocoa beans. Trade of meat includes animals war territory. . 
pattern of trade was similar in 1955 and 1956, it altered Table 43. Imports and Exports of Food of the 


Centrally Planned Economies in 1955-1957 


considerably in 1957, mainly under the impact of an 
(Millions of roubles; in current prices) 


extremely steep increase in Soviet exports and Polish 


imports of food. While Soviet imports remained practi- —_ ’ Area Ezports Imports Balance 
cally hanged, Soviet _exports rose from about 1.6 Eastern Europe 
billion roubles in 1955 and 1956 to about 3.2 billion Less industrialized countries. 1,868 1,057 811 
roubles in 1957, resulting in a change from an import More industrialized countries 473 3,164 — 2,691 
surplus of 810 million roubles in 1956 to an export USS asd mcpgt ys: Sate: ae 
surplus of 876 million roubles in 1957. In contrast aR cena ge Moat, ct 
; ales of, I ast, Totat, USSR anp 
Polish net imports increased between 1956 and 1957 EASTERN Europe 4,445 6,606 —2,161 
from about 50 to 380 million roubles. China (mainland). .......... (2,300) (200) (2,100) 
TOTAL, CENTRALLY PLANNED 
Changes in the balance of food trade were associated ECONOMIES (6,745) (6,806) — 61) 
with significant changes in per capita food consumption Source: Source for table 39, except that data for China (main. 
of the eastern European countries. In Czechoslovakia land), Eastern Germany and Romania are partly estimated. 
and Eastern Germany food consumption per capita alate within: Parsotheats: sre; Selimatentesse 1) pina 
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iucreased by about 12 per cent above the pre-war level, 
fespite the fact that per capita production did not 
acrease. In the other eastern European countries 
jtken as a group, the 23 per cent increase in per capita 
onsumption was associated with a decline in the export 
purplus. On the other hand, in the Soviet Union, 
hanges in the balance of trade had little effect on 
eggregate per capita consumption on account of the 
pow share of trade in total consumption. This was true 


o an even larger extent in mainland China (see tables 
1 and 42). 


The rate of expansion of output of agricultural raw 


materials exceeded significantty that-achieved in food 


sroduction. In eastern urope, the increase in Output 
of textile fibres amounted-te-abeut- 64 percent between 
1934-1938-and- 1955-1957. In the Soviet Union the 
ncrease was 85 per cent and in maintand China, output 
nore than-doubted during the same period (see table 
#12). The much greater rate of increase in output of 
aw materials than of foodstuffs, as well as an extension 
of the use of man-made fibres and synthetic rubber, 
esulted in a different pattern of change in the relation- 
ship of output, consumption and trade. Unlike food- 
stuffs, domestic production of raw materials increased 
more than apparent consumption in the centrally 
planned economies taken as a whole. The considerably 
higher rate of expansion of output between 1934-1938 
-and 1955-1957 resulted in a sharp reduction in net 
imports from the rest of the world. The relative changes 
of output, consumption and trade differed considerably, 
however, in various areas. In less industrialized eastern 
Europe, imports of agricultural raw materials rose at 
about the same rate as production, while exports, 
which even before the war were negligible, declined. In 
consequence, consumption increased at about the same 
rate as output and the share of imports in apparent 
consumption remained approximately unchanged. In 
Czechoslovakia and Eastern Germany both imports and 
the negligible amount of exports remained, in 1955- 
1957, at approximately the same level as before the 
war; consumption increased somewhat as a result of 
increased production. In the Soviet Union and main- 
land China, on the other hand, consumption increased 
more slowly than output while exports rose faster than 
imports. In consequence, Soviet exports and imports of 
raw materials were nearly in balance in the recent 
years, while mainland China succeeded in increasing 
the value of its net exports. 


Comparison of changes in consumption of food and 
agricultural raw materials and, what is more relevant 
in this connexion, of apparel fibres, shows a substanti- 
ally higher rate of increase for raw materials than for 
foodstuffs i i as 
a group. Closer scrutiny shows, however, that while in 
the apparently more developed countries such as 
Eastern Germany, Czechoslovakia and the Soviet Union 
the rates of increase in consumption of food were 


slightly above those of raw materials, in the less devel- 


oped area rcentage incre ion of 
raw materials was more than twice as high as that of 
food, while in mainland China it was four times as hich, 
This somewhat surprising pattern of change might 
have been due to several factors. 

Although influence of consumer choice on the com- 
position of output was severely limited by government 
decisions relating to output and foreign trade, the 
priorities attached by Governments to the expansion of 
supply of various commodities was obviously not hap- 
hazard, but reflected, at least partly, changes in con- 
sumer demand. It seems probable, therefore, that the 
differences in relative rates of increase in apparent 
consumption of food and of agricultural raw materials 
were influenced by the scope and nature of economic 


and social changes from 1934-1938 to 1955-1957. The. 


impact of land reforms and of shifts of population from 
rural to urban areas on consumption patterns was 
countries than in the more industrialized countries o 
eastern Europe. It 1s, therefore, likely that the higher 
rate-of increase in apparent consumption of agricul- 
tural raw materials than of food which occurred in 
mainland China and in the less industrialized eastern 
European countries was largely due to improved con- 
sumption levels of the peasants and to the integration 
of former subsistence farmers into the exchange 
economy. These changes resulted in a considerable 
increase in demand for manufactured goods among 
which cotton fabrics were of primary importance. ‘4 

44 It is obvious that the chan es_in_apparent consumption of 
agricultural raw materials are related not only to domestic, but 
also to feranden ari tontscnae erent ap- 


parent consumption of textiles in the centrally planned econo- 


mies seem to confirm the conclusions arrived at by ore 
of the increases in apparent consumption of food with those of 
agricultural raw materials. This can be seen from the following 
data: 


Indices of apparent consumption, 1955-1957 
(1934-1938 = 100) 


Eastern Europe 


Less More 
industrial- _ industrial- 
ized ized USSR 
I hoye{s lanes Sec e BeN ck ces one 123 110 161 
Agricultural raw materials. 159 106 164 
Cottonetabrics ieee 146 100 164 


In mainland China, where consumption in 1949 was about 
equal to that of pre-war levels, the increase in per capita con- 
sumption of cotton cloth was, for urban ope from 9.13 
metres in 1949 to 20.6 metres in 1956, and for rural population, 
from 2.3 metres to 6.67 metres, respectively. According to these 
figures, total apparent consumption of cotton cloth increased 
during that period 3.3 times (see United Nations, Economic 
Survey of Asia and the Far East, 1957 (sales number: 58.ILF.1) ). 


In the Soviet Union the pattern of change was influ- 
enced by the fact that, prior to 1953, the Government 
concentrated its efforts on raising output of industrial 
crops and therefore, even in the early nineteen fifties 
the demand pressure on food, especially on meat, was 
no smaller than on textiles. In Czechoslovakia and 
Eastern Germany changes in apparent consumption of 
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agricultural commodities is likely to have been influ- 
enced by lack of foreign exchange to pay for imports of 
wool from the West, while imports of food from the 
other centrally planned economies were more readily 


available. 


While changes in apparent consumption of food and 
agricultural raw materials were mostly geared to changes 
in the real income of the population, the growth of 
apparent consumption of fuels and metals was directly 
linked with the pace of industrialization. Despite con- 
siderable efforts to raise output of fuels and metals in 
line with requirements, supplies were often deficient, 
and these deficiencies were frequently a decelerating 
factor of economic growth. 


Apparent consumption of fuels and metals in the 
centrally planned economies taken as a group increased 
much less than industrial production (see table 44). 
This was in some degree true of each individual country 
except mainland China where the growth of apparent 
consumption of mineral raw materials exceeded that of 
industrial production. In the case of metals the lag in 
apparent consumption appears to have been greatest in 
Czechoslovakia and Eastern Germany, followed in 
diminishing order by the Soviet Union and by the less 
industrialized countries of eastern Europe. 


Table 44. Changes in Output and Consumption of 
Fuels and Metals in Relation to Changes in Gross 
Industrial Output, 1956-1957 


X (1937-1938 = 100) 


Output Consumption 


Fuels Metals Fuels Metals 


Area 


Eastern Europe 


Less industrialized countries. 55 a: 70 59 
More industrialized countries 81 64. 88 48 
TOTAL, EASTERN EurROPE 60 76 74 58 

USSRe arn ees tak 62 70 65 55 


ToraL, USSR AND EASTERN 
Europe 61 80 67 59 
(Chimay (iain land) pein 116 98 
TOTAL, CENTRALLY PLANNED 
ECONOMIES 695 71 (all 61 


Source: Tables 38 and 45. For less industrialized eastern Europe 
the base year pertains to pre-war territory. 


These differences were related to variations in the 
composition of industrial output, in the degree of sub- 
stitution of materials, the proportion of scrap used and 
other factors, the analysis of which is beyond the scope 
of the present report. It is, however, of interest to note 
that differences in the comparative rates of growth of 
consumption of minerals and of industrial production 
in various centrally planned economies were, in 
general, closely related to the degree of economic de- 
velopment of various regions. In conformity with long- 
established trends in the private enterprise economies, 


the index of the ratio of apparent consumption of 
minerals to industrial production tended to be lower in 
the more developed than in the less developed coun- 
tries. The exception, consisting of the higher relative 
growth of fuel consumption in Eastern Germany and 
Czechoslovakia as compared to the less industrialized 
eastern European countries and the Soviet Union, 
possibly reflected the faster growth of heavy metallurgy 
and engineering industries, which would require a 
larger coal input.45 It should be added that shifts, in 
some cases considerable ones, in the allocation of fuel 
to industrial or other uses might have partly accounted 
for the differences in rates of increase in fuel consump- 
tion relative to those of industrial production in various 


regions. 


The changes in the relationship between aggregate 
output, consumption and trade of the centrally planned 
economies differed as between metals and fuels. While 
apparent consumption increased for each of these 


commodity groups almost three times between 1937— 
1938 and-4956-1957, production_of fuels rose 2.7 
times and output of metals about 3.3 times. The result 
of these-changes-was-a-dechnre iret exports of fuels 
to about 40 per cent of their pre-war level and the 
reduction of net imports of metals from the rest of the 
world to some 20 per cent of their pre-war level.46 On 
a regional basis, the differences between relative 
changes in output and consumption were less pro- 
nounced for fuels than for metals and ores. 


In the Soviet Union and mainland China, output of 
fuels increased at approximately the same rate as con- 
sumption, while in eastern Europe production lagged 
behind consumption, especially in the Tess industrial- 
ized countries (see table 45). In consequence, the 
export surplus of fuel declined considerably between 
1934-1938 and 1955-1957 in less industrialized eastern 
Europe while the once negligible fuel deficit of more 
industrialized eastern European countries rose sub- 
stantially. The net fuel exports from these two regions 
dwindled by 1956-1957 to only about one-fourth of 
their pre-war level. In the Soviet Union the net exports, 
and in mainland China the net imports, increased at 
slightly slower rates than did apparent consumption. 


The changes in output and apparent consumption of 
metals on a regional basis are even more difficult to 
ascertain than for the area as a whole, because of the 
highly conjectural character of the estimate of certain 
items in several countries. Notwithstanding this, the 
data reproduced in table 45 give at least a general indi- 
cation of relative changes. They show that, unlike the 
case of fuels, in metals there was a smaller rise in con- 


—$————__. = a a 

49 This factor might not have had the same effect on the re- 
quirements of metals because of increases in the share of im- 
ported semi-manufactures, such as iron and _ steel plates, 
increased use of scrap and substitution for expensive metals of 
cheaper ones. 

‘6 It should be noted that a large part of the remaining deficit 
was covered by imports from North Korea, not included here in 
the group of centrally planned economies. 
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Table 45. Fuels, Metals and Timber: Indices of Output, Trade and Apparent 


Consumption 
(1956-1957 = 100) 
eee 
Area and item a Metals Timber 
1937-1938 1950 1937-19389 1937-19384 19506 1937-1938 1950 
Eastern Europe aed 
tess industrialized countries 
PORUCHON Gi. ss oalek vs 62 74 sill 23 54 68 
LO «ei a 14 (23) 47 47 ck 100 130 
edie pacha erie oe (126) 47 19 205 116 
pparent consumption... . 61 37 
ne eee apace Ses 2 2 iM 
ROCUCHIOSIA Rite © tonteis 50 66 64 23 37 102 97 
RSRORAMR ea oss ek 24 (75) 107 107 ae 12 26 
geen Saas ergs e. ue (65) 280 6 PAR 70 
pparent consumption..... 67 84. 

Total, eastern Europe 4 es ae < 
a Dr ee a 56 70 45 23 52 82 86 
LO Re ae ee ea 21 (61) 76 76 ry 56 73 
ip och rine AS See ben's «4 el ae 70 10 183 103 

parent consumption...... 4, 59 59 

ete p 71 84 
PM oo os id pe cerns x18 31 55 28 28 50 53 71 
Oy RS Ee 2 (107) 91 23 ane Hy 169 
ae =n gpa Shae Siena 5 = = a4 10 10 179 38 

parent consumption...... i 36 29 4 PA 

Total USSR and eastern Europe ‘ f 
Penetiiehion este scits ac oc 39 60 30 27 51 58 74 
eS eG oe eee 14 (77) 81 42 aint 38 104 
Pec eee aoe Bisbee. 's me mo) 19 10 181 65 

pparent consumption...... 4] 35 57 By 

China (mainland) SF i 
PEOMUETION vat ase ane ceo 21 36 25 (18 
ge Ee a 103 (190) (190) 
ee oe Oe ee 293 (73) (27) 

Apparent consumption...... 21 (17) (17) 

Total, centrally planned economies 
PraOcne ion eee eas 37 ST 34 30 (47) 

BAIR ears se Perel eain p  2 20 82 82 
Sy 2 ee a ae 88 2D 25 
Apparent consumption...... 34 40 34 


Source: For methods of calculation, see source 
for table 40. Indices in parentheses based on in- 
complete data. 

= Anthracite, bituminous coal, brown coal, 
lignite, crude oil and natural gas. Indices for the 
Soviet Union include also peat and oil shales. Trade 
of petroleum products cdlasieiea on a ton-by-ton 
basis and weighted by prices of crude oil. 

b> Production refers to total industrial wood; 
trade represents the sum of sawn wood and wood 
logs, the latter including sleepers, saw logs and 
veneer logs, pit props, pulpwood and, for the 


ete ee oe ate are 
not in the Soviet Union and mainland China where 
output and consumption seem to have increased at 
similar rates. Expressed in constant prices, net imports 
of metals of less industrialized countries appear to have 
been somewhat lower in 1957-1958 than in 1937-1938, 
while the substantial pre-war import surplus of more 
industrialized countries was turned into an export 
surplus in 1957-1958. In consequence, aggregate metal 
exports of eastern Europe in 1956 somewhat exceeded 
the volume of imports, whereas before the war this area 
showed a considerable import surplus. In the Soviet 


Soviet Union, other industrial logs. 

° Tron ore, manganese ore, aluminium, copper, 
lead, zine and tin. 

4 Includes in 1956-1957, in addition to the fer- 
rous ores and non-ferrous metals listed under c, the 
value of rare and non-ferrous ores. This value was 
assumed to be negligible in 1937-1938. 

Note: Unlike other quantity data used in the 
calculation of the aggregate indices, the underlying 
data on metals represent mostly estimates adopted 
from unofficial sources. The indices should, there- 
fore, be considered as approximations only. 
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Union net imports of metals rose nearly 2.5 times com- 
pared to pre-war, reaching the sum of 850 million 
roubles in 1956-1957. In mainland China, on the other 
hand, net exports increased considerably, exports to 
the Soviet Union alone amounting in 1956-1957 to 


535 million roubles. 


It should be added that the changes in the trade of 
different centrally planned economies reflected the con- 
siderable increase of transactions in rare and non- 
ferrous ores which were negligible before the war. 
Thus, post-war metal exports of Czechoslovakia and 
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Eastern Germany consisted exclusively of rare and 
non-ferrous ores and it was the development of this 
trade which accounted primarily for the shift in the 
position of these countries from net importers to net 
exporters of metals. The very steep increase in the 
Soviet net imports of metals was largely due to expan- 
sion of imports of rare and non-ferrous ores and con- 
centrates which, during the post-war period, repre- 
sented a major part of Soviet imports.‘7 Almost all ex- 
ports of metals from the Soviet Union consisted of 
ferrous ores and non-ferrous metals. Less industria- 
lized eastern Europe imported mostly ferrous ores and 
non-ferrous metals, while the bulk of its exports con- 
sisted of non-ferrous ores. The composition of exports 
from mainland China was somewhat similar. 


This pattern of post-war trade of metals and ores was 
obviously mainly determined by the differences in 
endowment in natural resources although, particularly 
for the less industrialized countries, the lack of smelt- 
ing capacity for non-ferrous metals was an important 
factor. The effect of these developments was a con- 
siderable increase in the dependence of eastern Kurope 
on imports-of conventional industriat metats and ores 
from the Soviet Union, which, in turn, became_in- 


creasingly dependent on imports of rare ores from 
eastern Hurope. 


47 According to Vneshnyaya Torgovlya, 1957 (Moscow), Soviet 
imports of ores from Czechoslovakia amounted, in 1956-1957, to 
440 million roubles. Evidently these consist exclusively of rare 
and non-ferrous ores, since no iron or manganese ore is exported 
from Czechoslovakia. 


The preceding review of changes in the relationship 
between apparent consumption, output and foreign 
trade of the broad categories of commodities is comple- 
mented by a more detailed analysis of specific primary 
commodities in the appendix to this chapter. 


PRIMARY COMMODITIES IN LONG-TERM PLANS 


The new long-term plans of economic development 
adopted during the past three years provide for very 
substantial increases in output and trade of primary 
commodities. For most commodities the rates of expan- 
sion set in the new plans are higher in relation to 
planned increases in manufacturing than in the past. 
The emphasis placed on the expansion of output of 
raw materials represents a serious attempt to eliminate 
the bottlenecks which in several countries had been, 
in the past, a limiting factor of their economic growth. 
In countries poorly endowed with mineral resources 
the increase in supply of industrial raw materials is to 
be achieved by an extended exploitation of lower-grade 
deposits and by a steep increase in imports, mainly 
from the Soviet Union. The growing importance of the 
Soviet Union as the main supplier of raw materials was 
one of the reasons which prompted several eastern 
European countries to synchronize their national plans 
with the new seven-year plan of the Soviet Union. 


The planned changes in output of industrial primary 
commodities in the Soviet Union and eastern Europe 
are indicated in table 46. The figures for 1965 represent 


Table 46. Planned Output of Selected Industrial Primary Commodities 
(Millions of tons, except as indicated; indices, 1957 =100) 


USSR Eastern Europe* Totals 
Item 1960 1965 1960 1965 1960 1965 
Bard coaliea ee eosin es sat anes O24 606» 139 156 509 584 
Ladexaeet tenn aco ore ee 113» 130° 11] 125 112 129 
Brownucoaloranete ere eb oe a 383 554 DSL 732 
lndexemer race tet tae Brae ve 125 180 12] 165 
Crude:petrolevuygas, oar ee ne ates 139 235 16 24 155 259 
|bavs (op aoe eee ake ae Ne eee 141 239 126 192 140 234 
Aluminium (thousands of tons)........ 823° 1,714¢ 189 409 1,012 2,123 
Inder wae Re an aha Gla 155 393 207 447 163 342 
ee (thousands of tons)............ 556¢ 879° 74 106 630 985 
Binder rts ore he ee 131 207 135 193 131 205 
Zinc (thousands of tons).............. 419° 534¢ 192 250 611 784 
Tider tea Mine a tance 120 i5e 15 150 118 15x 
IPOD OLemeeen. cha Aha ee tire ace 104 155 13 29 ny 184 
Index Raha Fe its a ee A ht IE ee RA 124 184. 173 391 128 201 
Pigirom © Santen nae ie Rete aia ~ 43 68 14 ail oe 89 
Index LAia PCRS See ee rep aoe 116 182 128 199 119 185 
Electric power (billions of kilowatt-hours) 290 510 118 186 408 696 
Index Bs aang nite RO ON 138 242 138 218 138 236 
Industrial production, index. ......... 130 198 132 204 131 201 


Source: Long-term plans, national statistical 
yearbooks and sources given for tables 52 and 53. 

* Targets for 1965 partly estimated. Hungary and 
Romania have not announced their plans for 1965 
and Eastern Germany has published targets for only 
a few commodities. The 1965 data for these coun- 
tries were estimated on the basis of average rates 
of increase scheduled in their plans ending in 1960 


or 1965. 


» Including brown coal. 


i Output of non-ferrous metals estimated on the 
basis of indices announced in the plan and the 
estimated production in 1957. See note to table 53. 


Weighted as in United Nations, World Econe- 
mic Survey, 1957 (sales number: 58.11.C.1), table 
96, page 206, 
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the targets announced for that year by Bulgaria, 
Czechoslovakia, Poland and the Soviet Union. For 
other countries the data were estimated on the basis of 
average rates of increase scheduled in their plans end- 
ing in 1960 or 1962. In consequence data for eastern 
Europe and for the total can be considered only as 
indicating a general tendency. Data for mainland China 
were omitted because the extremely sharp increases in 
output of several commodities which took place in 1958 
made the original targets set for 1962 largely obsolete 
and inappropriate for any estimate of future rates of 
expansion. 


The estimates of planned increases in output between 
1957 and 1965 indicate exceptionally high rates of 
increase in production of non-ferrous metals, especi- 
ally of aluminium-andcopper. They provide, however, 
for a relatively small increase in production of hard 
coal—no more than 30 per cent in the Soviet Union 
and 25 per cent in easté Ope, Whereas industrial 
prodyction is to increase during the same period by 98 
and ‘Wd per cen, respectively in eastern Purope the 
effect of the slow rate of increase in production of hard 
coal is to be partly offset by an increase of 80 per cent 
in production of brown coal and by sharp increases in 
imports of petroleum. In the Soyiet Union the planned 
rise in petroleum output by almost 140 per cent would 
result prencgsrasistanle Lartona in its share in the 


over-all fuel balance. 


Despite the fact that in eastern European countries 
the rate of increase scheduled for the output of primary 
commodities in relation to industrial production is 
considerably higher than in the past, their imports, 
mainly from the Soviet Union, are planned to increase 
very substantially, especially for commodities the out- 
put of which has been small in relation to require- 
ments. The rise in imports of eastern Europe is to be 
particularly large for iron ore, mainly from the Soviet 
Union. Since the Soviet Union plans to increase its 
output of iron ore at approximately the same rate as 
that of pig-iron, its exportable surpluses are likely to 
increase at a rate similar to that to be achieved in out- 
put. The growing role played by the Soviet Union as 


the main supplier of industrial raw materials is clearly 
‘rufa 0 gob gy ang raraors Tear 
some of the centrally planned economies. Thus, be- 
tween 1957 and 1965, Eastern Germany plans to in- 
crease its imports of crude petroleum, aluminium and 
pig-iron fivefold, its imports of copper and wool three- 
fold, natural rubber by 90 per cent and cotton by 60 
per cent. With the exception of rubber and wool, the 
bulk of these imports is to come from the Soviet 
Union.48 Similarly, a considerable expansion of imports 
of raw materials from the Soviet Union was announced 


by Czechoslovakia, which plans to increase imports of 


48 Imports of oil by Eastern Germany from the Soviet Union 
are to amount to 5 million tons in 1965 (Der Aussenhandel, No. 
15, 1958 (Berlin) ). 


Table 47. Actual and Planned Production of Selected Agricultural Commodities 
(Millions of tons, except as indicated) 


Czecho- Eastern 


Cemmodity and period Bulgaria slovakia Germany Hungary Poland Romania USSR 
Grains 
1955-!957 3... - 2.2" DiS 5.) 6.2 WEG 9.5 110.5 
POCO: Beers a Ses 5.985 6.2 6.9 14.2 Bye ae 
POGH Rae eae a 6.68 6.6 15.6 ee 172.0 
Sugar-beets 
055-1957. =e ee 1.0 See 35) Dep hos! 1.9 34.0 
OG a ee oe 2.7> 6.8 8.3 Boris 3.0 ae 
| Lae Se eee 3.0 6.9 8.4 re 80.0 
Raw cotton i 
1955=19b1 So. ee 0.056 — : 
L900 hee hows esc 0.170° = Set 
FOG ae aa ea es 0.210 as 5.9 
Meat 
TOS OS fone oe a 0.4¢ 0.84 ve 0.3 1.9¢ ti 6.8 
TOGO SRE ree te se nee 1.2> wa: 4A 2.4 fee See 
LOGEC heir anh ies eS: 3.0 iL 16.0 
Milka 
1955-1957 Ao i ae 0.8 3.6 p) 15, ES: Bolt 48.6 
9 OU at eee as 2.6> sal al 2.0 11.9 2.6 nae 
OOS coe, Pe vetes 5.0 5.4 15.4 99.4 
iA 18.7 273.0 
1955-195 Tse7 eek. G 14.4 2.9 4.3 9.4 : Se 
LOGE rier: oe 30.0> 8.0 6.0 ies 34.0 : 5 : 
LG Sere es tek ac ear oO yas 548. 
Source: Long-term plans and national statistical amount to 5 million tons in 1962. 
yearbooks. > 1962. * 
© Live weight. 


@ Fodder crops. According to the original version 
of the plan for 1962, the total output of grain, 
which in 1955-1957 was 4.2 million tons, was to 


4 Billions of litres. 
© Thousands of tons. 
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iron ore almost 2.8 times, and imports of crude petro- 
leum almost 4.5 times.49 Information on planned 
changes in output of specific agricultural primary 
commodities announced thus far is limited to only a 
few products and applies to different periods in various 
countries (see table 47). 


According to the plans, in most countries the average 


rate of increase in total agricultural production is to be 


about 3 or 4 per cent. Under the Soviet seven-year plan 
for [959-1965 agricultural output is to expand at an 


average annual rate of abou er cent, that is, more 
than two-thirds higher than during the preceding 
seven years, but only slightly higher than the average 
rate achieved between 1954 and $958. In contrast to 
this, the revised Bulgarian plans provide for an extraor- 
dinarily high rate of increase, amounting to as much 
as 29 per cent per annum*® from 1957 to 1962. Since 
agricultural production had hardly expanded in 1958, 
this would, in fact, amount to an average annual rate 
of increase of 37 per cent from 1958 to 1962. In main- 
land China the 6 per cent of annual increase scheduled 
for 1958-1962 was, as in the case of industrial raw 
materials, rendered obsolete in view of the very steep 
increases in output in 1958. 


In all countries the new plans provide for a relatively 
higher rate of increase in livestock products than in 


crops. This shift is particularly significa Soviet 
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Union, where output of meat and milk is scheduled to 
more than double from the average of 1955-1957 to 
1965, and output of grain is to increase by 53 per cent. 
In Poland, during the same period, output of meat and 
milk is to increase by 59 per cent and 32 per cent, 
respectively, while production of grain is planned to 
rise by about 28 per cent. In Bulgaria, the threefold 
increase in output of coarse grain seems to be associ- 
ated with a much smaller increase in production of 
bread grain, for which no data are announced, and, in 
consequence, total output of grain is probably planned 
to rise at a much lower rate. These increases are to be 
brought about by improvement in yields through 
greater inputs of fertilizer and Jabour, expanded irriga- 
tion works and enlargement of the area sown. The area 
under coarse grain will probably be extended at the 
expense of that under bread grain. The steep increase 
in output of fodder is to provide the basis for even 
greater increases in output of livestock products: out- 
put of meat is scheduled to increase 3.6 times from the 
1955-1957 average, and that of milk more than four 
times. One of the characteristics of the Bulgarian plan 
is a shift towards horticulture, in conformity with the 
long-term trade agreements concluded, under the 
auspices of the Council for Mutual Economic Aid, with 
the Soviet Union, Czechoslovakia and Eastern Ger- 
many, which provide for considerable increases in 
exports of grapes, apples, tomatoes and vegetables. 


Foreign trade policies 


POLICIES IN TRADE AMONG THE CENTRALLY 
PLANNED ECONOMIES 


Foreign trade policy as applied to primary com- 
modities has not presented any specific features dis- 
tinct from general trade policy. The present section 
will therefore briefly review changes in the foreign 
trade policy of the centrally planned economies and 
indicate their impact on trade in primary commodities. 


During most of the post-war period, the foreign trade 
policy of the centrally planned economies was hardly 
based on fine economic calculation or careful planning. 
The war destruction had created urgent needs for im- 
ports which had to be satished at any cost and, in 
consequence, export policy was guided exclusively by 
balance of payments considerations. This attitude, 
justified during a period when the chief task was the 
reconstruction of existing capacity, was not, however, 
abandoned during the subsequent period. It was even 


50 According to a speech by Mr. T. Zhivkoy (Rabotnitscheskoe 
Delo (Sofia), 20 January 1959), the index of agricultural produc- 
tion is to increase four times from 1957 to 1965. The originally 
planned rates of increase for 1958 to 1962 amounted to about 6 
per cent annually. 

49 Imports of crude oil from the Soviet Union are to amount to 
5.3 million tons in 1965 and imports of iron ore to 10 million 


tons (Hospodarske Noviny (Prague), 28 August 1958). 


reinforced during the era of the first long-term plans of 
economic development by the general tendency to 
introduce in all countries a pattern of growth similar 
to that adopted by the Soviet Union, although under 
entirely different conditions. The fact that the Soviet 
Union was endowed with practically unlimited natural 
resources, and that it was developing its economy in 
isolation from the rest of the world, was generally dis- 
regarded. Instead, each country attempted to develop 
simultaneously a large variety of industries, paying 
little attention to the problems of existing resources, or 
to comparative cost. These tendencies were reflected 
in the attitude towards foreign trade which treated 
imports as an unavoidable necessity to fill the gaps in 
domestic supplies, and exports as burdensome obliga- 
tions necessary to pay for imports. The economic plans 
of individual countries were drawn up without refer- 
ence to the plans of other members of the group, and 
generally overlooked the advantages to be derived from 
an international division of labour. While such a policy 
considerably affected the pattern of trade of the cen- 
trally planned economies among themselves and with 
the rest of the world, it was obviously unable to over- 
come the effects of the uneven distribution of natural 
resources, especially of minerals, among the various 
countries of the group. The lack of essential materials 
in several countries, together with the growing require- 
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‘ments for primary commodities in the area taken as a 
whole, resulted in a high priority rating for trade in 
these commodities. 


During the immediate post-war period the foreign 
trade of the centrally planned economies was based on 
sannual bilateral agreements containing lists of goods to 
‘be exchanged at given prices. Subsequently, during the 
period of the first long-term plans of economic develop- 
ment, the general policy was to conclude long-term 
bilateral agreements which, however, provided only a 
general framework to be supplemented by annual 
agreements stipulating the exact quantities and values 

of goods to be delivered during the year. Long-term 
agreements tended to introduce a certain element of 
co-ordination between national plans in so far as they 
were based on the planned import requirements, and 
imposed upon the signatories the obligation to produce 
the exports agreed upon. However, the foreign trade 
plans were hardly ever an integral part of the general 
plans, being frequently established without due con- 
sideration of the possibility of acquiring the necessary 
raw materials from abroad, and disregarding the prob- 
lem of the cost of exports. 


The Council for Mutual Economic Aid, created in 
1949, did not have, in its initial period, any significant 
influence on national plans and their co-ordination or 
on methods of foreign trade policy. The task of the 
Council was defined as that of ‘exchange of economic 
experience, lending of technical assistance and mutual 
aid in raw materials, consumer goods, machinery and 
equipment”. While little is known about the activity 
of the Council before 1954, the first period of its exist- 
ence was characterized by the reorientation of the 
trade of the centrally planned economies towards each 
other. This policy was determined both by the short- 
ages of various commodities in world markets and by 
the tendency of the planned economies to ensure 
priority in supply to other countries of the group—a 
tendency which was strengthened by the deterioration 
in the international situation and by restrictions im- 
posed upon trade with the centrally planned economies 
by countries outside the group. The reorientation of 
trade, which took place under the auspices of the 
Council for Mutual Economic Aid, was not based on 
considerations relating to prices of various commodities 
in the two markets, since exporting countries within 
the group could frequently have obtained higher re- 
turns in extra-group trade. In addition to the priority 
given to intra-trade, an important role was played by 
credits extended to other countries by the Soviet 
Union, io be repaid by exports of domestically pro- 
duced goods. Imports from the West, apart from the 
restrictions imposed upon essential goods, were hamp- 
ered by deficiest supplies of goods which had been the 
traditional exports of the centrally planned economies 
before the war. 


The attitude towards foreign trade, and the co- 
ordination of economic plans have changed signifi- 


cantly since 1953. Although these changes and their 
timing were largely influenced by political events, there 
is no doubt that their underlying causes were the 
difficulties encountered by most of the centrally planned 
economies at the end of their first long-term plans of 
economic development. As already stated, the autarkic 
form of rapid expansion was reflected in some countries 
in unproductive and frequently unnecessary invest- 
ment expenditure. In several countries the supply of 
raw materials, both imported and of domestic origin, 
lagged considerably behind the rising requirements of 
the rapidly expanding manufacturing industries. At the 
same time the need to increase consumption levels 
resulted, in some coufitries, in a decline in the share 
of investment in national income, tending to reduce 
the rates of economic growth. These circumstances 
gave a powerful impetus to the reappraisal of former 
policies and were reflected in a significant increase in 
activity of the Council for Mutual Economic Aid which 
began to deal with the problems of co-ordinating the 
economic plans of individual countries and allocating 
raw materials. Although the Council had only advisory 
powers, and had no jurisdiction over the decisions of 
member Governments, its influence on such decisions 
seems to have become increasingly important. 


Thus, in December 1955 the Council made several 
recommendations designed to reduce the shortages of 
fuel and raw materials and to “eliminate the legs in 
output of raw materials, fuels, metallurgical industries 
and agriculture”’.5! At the same time the Council 
recommended country-wide specialization in the pro- 
duction of different types of motor vehicles, tractors, 
combines and other agricultural equipment. The next 
session of the Council, in May 1956, went much further 
in this direction and its recommendations were 
described as the first important experiment in the long- 
term co-ordination of production and trade plans. The 
Council discussed the balances of supply and demand 
of several major commodities for the five-year period 
starting in 1956, and on this basis recommended in- 
creases in output of certain goods, economies in 
several primary commodities, and methods of disposal 
of goods available for export.5? The recommendations 
with respect to output and trade, for the following five 
years, related, among others, to about ninety types of 
machinery and equipment, twenty-three chemical 
products, twenty-seven items of the iron, steel and non- 
ferrous metals industries and sixteen agricultural 
primary commodities. An essential feature of these 
consultations was the fact that the Soviet Union agreed 
to increase very substantially its deliveries of iron ore, 
coal, coke, rolled metals and other commodities to the 
other centrally planned economies. Although the 
Council did not intend to co-ordinate the total output 
of the member countries, and limited itself to planning 
output and trade of major products only, even this 
proved to be difficult to implement. 


51 Voprosy Ekonomiki, No. 10, 1957. 


52 International Affairs, No. 4, 1958 (Moscow). 
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The recommendations of the Council raised problems 
of balance of payments and of capital investment re- 
quired to achieve the planned output within the stipu- 
lated period, which were not originally taken into 
account. Thus, for instance, since investment outlays 
were larger, and the maturation period longer, in 
extractive industries than in manufacturing, specializa- 
tion could impose a greater ratio of investment to 
national income in countries which were to expand 
considerably their output of primary commodities. The 
structure of domestic production inherited from the 
recent past could not be remoulded in a short period to 
the mutual advantage of the members of the Council. 
In view of these difficulties, at its following (eighth) 
session, in June 1957, the Council decided to reduce 
the initially agreed scope of co-ordination for the next 
five years and to undertake the broader dovetailing of 
national production plans for a period of ten to fifteen 
years, the preparation of which was recommended to 
all countries of the group. 


While the recommendations of the Council with 
respect to output and trade were undertaken on a 
multilateral basis, their practical implementation was 
to continue in the form of bilateral clearing agree- 
ments. However, the resulting changes in the pattern 
of bilateral trade between each pair of partners made 
the balancing of trade on a bilateral basis more difficult 
than in the past. 


Prompted by these difficulties, which obviously 
would increase with any further extension of the inter- 
national division of labour, the members of the Council 
signed, for the first time, a multilateral clearing agree- 
ment.58 This is not intended, at least immediately, to 
replace the bilateral clearing agreements; it is con- 
ceived only as an additional, complementary measure 
which, in its initial stage, will be applied to “reserves 
of internal market” of individual countries, that is, to 
available surpluses not earmarked for exports on the 
basis of bilateral agreements, to deliveries in excess of 
bilaterally established quotas and to unbalanced ac- 
counts in bilateral clearings. The transferable balances 
cannot, at this stage, exceed 3 per cent of total exports 
of a given country during the preceding year and, if not 
liquidated within a definite period, must be paid for by 
deliveries of such high priority goods as coal, oil, sugar 
and metals. 


It is of interest to mention that even before the 
signature of the new agreement, certain multilateral 
elements existed in the trade between the centrally 
planned economies. In a few cases triangular agree- 
ments were concluded, usually with one partner out- 
side the area. In addition, difficulties arising from bi- 
lateral trade were, in some cases, overcome by using 
primary commodities as a form of convertible currency. 
A given country would exchange some of its exports 


53 : panies ; 7 
°8 The agreement was signed in June 1957 and completed by 
special agreement between central banks in July 1958. 


for commodities produced by one of its trade partners 
and provide for their direct delivery to a third country. 
Thus, part of the coal purchased by the Soviet Union 
from Poland and part of the oil from Romania was 
directly exported by the producing countries to other 
countries of the group. These methods of overcoming 


the difficulties inherent in bilateral trade, however, 


were cumbersome and not always applicable, and the 
introduction of multilateral clearing for marginal 
transactions may lead to their gradual elimination. 


The problems of primary commodities again came 
under debate at the ninth session of the Council for 
Mutual Economic Aid in June 1958; the Council 
stressed the need to accelerate output of primary 
commodities and some basic materials, the shortage of 
which had become a limiting facter in the further 
growth of the centrally planned economies. The rate 
of growth of output of primary commodities was not 
commensurate with that of manufacturing, and the lag 
was particularly important in the production of fuel, 
power and metals. The Council also stressed the need 
to accelerate the expansion of chemical industries, with 
the view of eliminating the existing bottlenecks through 
increased output of fertilizer and of substitutes such as 
plastic materials, synthetic rubber and fibres. The 
Council recommended the extension of capacity in raw 
material industries in countries endowed with natural 
resources, but stressed that this extension should be 
brought about by the common efforts of all the cen- 
trally planned economies. The high cost of investment 
in the extracting, chemical and power industries, and 
the length of the construction period, would result in a 
considerable rise in investment ratios and, conse- 
quently, in restrictions imposed upon consumption 
were such expansion to be financed entirely out of 
domestic income. This burden should, according to the 
Council, be relieved by the participation of other 
centrally planned economies in the financing of invest- 
ment in the sectors producing raw materials in those 
countries best suited to such expansion. 


Dealing with the problems of specialization and co- 
ordination of plans in machine building, the Council 
again emphasized the urgency of the raw material 
problems and stated that particular attention should be 
paid to production of equipment required for the ex- 
pansion of raw material output, especially for the fuel, 
power and chemical industries. §4 


The complete dissociation of domestic and foreign 
trade prices in the centrally planned economies gave 
rise to complicated problems of estimating the profita- 
bility of exports and imports of various commodities. 
Over a long period the problem of domestic cost of 
exports was largely neglected and the trade policy was 
based on little economic accounting. Later on, various 
methods of calculating trade profitability were devised 


and used to estimate the relative advantages of export- 


** Hospodarske Noviny, 27 July 1958 (Prague). 
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ing various commodities. The ‘“‘coefficients of eff- 
ciency” were originally conceived as ratios of domestic 
price to export price, expressed in foreign currency and 
calculated for each commodity; their comparison was 
to indicate the differences in cost per unit of export 
earnings between various products and various coun- 
tries of destination. Since, however, the domestic price 
of exports included the cost of imported, or exportable, 
materials used in their production, such coefficients 
could not adequately reflect the actual ability of various 
goods to earn foreign currency. Therefore, more 
recently in several countries a new coefficient of effi- 
ciency was introduced, excluding from the numerator 
and denominator the cost of imported, or exportable, 
materials used for production of exports. However, 
even such a net coefficient of efficiency was only an 
inadequate criterion for foreign trade policies. As has 
already been noted, domestic prices of producer goods, 
especially in Eastern Germany, Hungary and Poland, 
were related only in a very haphazard fashion to rela- 
tive costs, and not related at all to the balance between 
supply and demand. In such conditions the ratios of 
foreign to domestic prices had little economic meaning. 
Moreover, the coefficients of efficiency could at best 
indicate the comparative foreign earning abilities of 
various goods, but this was not sufficient for the solu- 
tion of broader issues of planning of output, imports 
and exports. 


These metheds were, however, recognized as inade- 
quate for a rational foreign trade policy which, accord- 
ing to the view now prevailing, should be closely 
integrated with the general policy of development and 
should tend towards an increase in the over-all produc- 
tivity of the area. Programmes of imports and exports 
and, consequently, production plans should take into 
account the comparative cost of production in various 
countries, and the price reforms taking place in several 
countries should provide the basis for such comparison. 
Decisions relating to production should not, however, 
according to the prevailing views, be based on com- 
parative advantage stemming from the existing cost 
ratios, because such a policy would tend to perpetuate 
the existing differences in the levels of development of 
various countries; they should depend rather on long- 
term comparative advantages reflecting long-term pro- 
duction costs of primary commodities in different 
countries, their endowment in natural resources and 
the proximity of fuel and raw materials to the location 
points of industries. It should be added that the closer 
connexion between production and trade plans and the 
relative cost of output in various countries has resulted 
in the re-emergence of the problem of prices in foreign 
trade among the centrally planned economies, especi- 
ally with respect to primary commodities. According to 
some authors, further co-ordination of plans and ex- 
pansion of trade will make it necessary to devise a 
single yardstick for comparison of production costs in 
different countries, that is, to bring the existing ex- 
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change rates of national economies into harmony with 
their domestic purchasing power and to base foreign 
trade prices on production costs within the area rather 
than on world prices, 5% 


B] a 
POLICIES IN TRADE WITH THE REST OF THE WORLD 


While the trade of the centrally planned economies 
with one another was conducted exclusively on the 
basis of bilateral clearings, their trade with the rest of 
the world presented a much more diversified pattern. 
Bilateral trade agreements concluded with countries 
outside the area, frequently covering several years, 
usually contained lists of goods to be exchanged, while 
the quantities and prices of goods to be delivered were 
to be fixed by annual trade protocols, In some agree- 
ments prices and quantities were fixed tentatively for a 
number of years, subject to revision before the expira- 
tion of the treaties. The payment arrangements stipu- 
lated in the bilateral agreements varied considerably 
from case to case. The general tendency of the 
centrally planned economies to achieve bilaterally 
balanced trade was implemented either by barter 
arrangements, stipulating the kinds and quantities of 
goods, or by bilateral clearings with limited swing 
credits to be repaid by shipments of goods at a later 
period, or by transfers of convertible currencies. Trade 
with certain countries was conducted in convertible 
currencies and trade with the sterling area in sterling 
on non-transferable accounts. 


Trade in primary commodities with the rest of the 
world was generally directed by the same principles as 
the trade of the centrally planned economies with each 
other, though the latter was given first priority. During 
the period prior to 1954, little consideration was paid 
to the relative advantages derived from trade with the 
rest of the world, and trade flows were primarily deter- 
mined by the pressing import demand for commodities 
not available within the area and by the need to secure 
foreign exchange for payments. However, the recent 
changes in the attitude towards foreign trade, while 
primarily applied to intra-trade, seem also to have 
influenced the policy applied to exchanges with the 
rest of the world and, more specifically, with the 
primary producing countries. Thus, the greater atten- 
tion paid to comparative advantage would tend to in- 
crease imports of several primary commodities in ex- 
change for exports of manufactured goods. The advan- 
tage of such a pattern of trade for the centrally planned 
economies rests on the fact that, while the terms of 
trade of primary products for manufactures in world 
trade seem in recent years to have deteriorated, in the 
centrally planned economies the reverse is true. Even 
if such deterioration had not occurred in world trade, 
there is little doubt that the much more rapid rate of 
industrialization in the centrally planned economies 
tended to increase the cost ratios of primary com- 
modities to manufactures as compared with the corre- 


55K, V. Ostrovitianov in Pravda, 8 February 1959. 
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sponding price ratios in world trade. While no con- 
clusive data on changes in relative cost are available, 
the existing statistical evidence, as well as information 
on investment policies and conditions in various 
economic sectors, point clearly to the conclusion that 
in all centrally planned economies cost in manufactur- 
ing declined substantially in relation to production cost 
of primary commodities, both in extracting industries 
and in agriculture. While such a pattern of change 
could be generally expected in any country in the 
process of rapid industrialization, special conditions 
prevailing in the centrally planned economies tended 
to emphasize it. Thus, the concentration of investment 
in manufacturing and the low priority given to agri- 
culture in development policies resulted in a very con- 
siderable increase in industrial productivity in relation 
to agriculture. Similarly, in extractive industries, the 
rising need for raw materials called for the exploitation 
of less accessible or less valuable deposits in most 
countries of the area, thus raising the exploitation cost 
or slowing down its decline. In addition, the rise in 
prices paid to agricultural producers which occurred in 
recent years was another factor contributing to the 
change in domestic terms of trade in favour of primary 
commodities. 


Although such changes in the relationship between 
domestic cost ratios and foreign price ratios played a 
part in the shaping of policies affecting trade with the 
rest of the world, and more specifically with the primary 
producing countries, their effect on trade in primary 
commodities was restricted by several other considera- 
tions. Probably the most compelling was the reluctance 
of the centrally planned economies to increase their 
dependence on imports of raw materials from the rest 
of the world; in fact, official statements and new plans 
of economic development indicate a tendency towards 
a considerable expansion of output of agricultural and 
non-agricultural raw materials and of synthetic sub- 
stitutes. While substantial increases in trade with the 
rest of the world are contemplated, there is no indica- 
tion of any attempt to shift production schedules or to 
bring about changes in the allocation of resources 
based on the advantages which could be derived from 
the extension of such trade. Such changes, it is true, 
would hardly be reflected in global output targets 
because the share of imports of primary commodities 
from the rest of the world was exceedingly small in 
relation to output of the centrally planned economies 
taken as a whole. Apart from this, since the relative 
costs of output and of imports may be different not only 
for various commodity groups but even for specific 
items within a group, it is possible that some shifts in 
production and imports from the rest of the world were 
actually planned without any visible effect on global 
data. 


Despite these qualifications, the rising requirements 
for several primary commodities, especially of agri- 
cultural origin, largely due to the increasing need to 


raise consumption levels, and the advantages derived 
from procuring them from abroad in exchange for 
manufacturing, have been increasingly important 
factors in the foreign trade policy of the centrally 
planned economies during recent years. 


Exports of primary commodities from the centrally 
planned economies to the rest of the world were moti- 
vated mainly by the need to secure foreign currency to 
finance imports. Thus, exports of a given commodity 
may be considered warranted from the point of view 
of the economy as a whole as a means of securing 
foreign currency, even if its supply is not sufficient to 
cover demand within the area. The Soviet Union ex- 
ported in the nineteen thirties considerable amounts of 
grain, despite tremendous shortages of food, in order 
to pay for imports of equipment necessary for indus- 
trialization. More recently several countries have 
exported such commodities as meat, coal and some 
non-ferrous metals, despite the fact that all these 
commodities were in short supply in individual 
countries and in the area of the centrally planned 
economies as a whole. While it may not have been 
possible to correlate exports of specific commodities 
with the supply-demand position within the area, such 
flows were nevertheless generally motivated by over-all 
objectives of domestic economic policy. Similarly, 
price policy in trade with the rest of the world was 
generally based on some economic considerations, 
although these considerations were naturally not the 
same as those in the private enterprise economies. The 
profit motive which influences private entrepreneurs in 
their choice between exports and sales in the domestic 
market, does not, of course, influence the decisions of 
the planning authorities, who may find it expedient 
instead to export high cost goods at low prices. Not- 
withstanding this, the centrally planned economies, 
like any other traders, obviously strive to get the high- 
est prices for their exports and to pay the lowest prices 
for their imports. In some instances, however, the 
centrally planned economies were willing to bid up 
prices to obtain necessary imports, especially when 
such practice was deemed necessary to induce their 
trade partner to sell goods included in embargo lists, 
or to offset disadvantages resulting from payment in 
kind instead of in convertible currency. Similarly, in 
some cases the centrally planned economies offered 
exports at prices below prevailing world prices, but in 
most instances this was also closely related to the 
difficulties encountered in the fulfilment of bilateral or 
barter agreements or to the pressing needs of balancing 
trade conducted in convertible or partly convertible 
currencies. The bilateral clearings usually provided for 
the balancing of current deficits within the following 
year by exports or by payments in convertible currency. 
However, in some cases the creditor country was re- 
luctant to raise its imports to the originally stipulated 
levels because of a change in the pattern of demand, 
difficulty in obtaining the required variety of goods, 
delays in deliveries or inferior quality of goods offered 
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for sale. In such cases the centrally planned economies 
were willing to offer their exports at a discount with a 
view to balancing their bilateral accounts. Although, in 
some instances, political considerations played a part 
in offering exports at reduced prices or paying for im- 
ports at premium prices, it seems that, in general, there 
were strong economic motivations for such policies. 


The attitude of the centrally planned economies 
towards the stabilization schemes and policies applied 
to prices of primary commodities in the world markets 
as reasserted in the course of 1958 in several official 
statements, 56 has been one of support, in principle, of 
international commodity agreements and of willingness 
to participate in arrangements such as the establish- 
ment of export quotas and fixing of export prices. At 
present some centrally planned economies adhere to 
the International Sugar Agreement, which fixes the 
export quotas of its participants in their trade with the 
rest of the world. In some other cases, such as tin and 
aluminium, the Soviet Union has also agreed to restrict 
exports of these commodities. 


During the last two years the trade of the centrally 
planned economies with the rest of the world tended to 
have a stabilizing effect in the case of wool, rice, wheat 
and rubber, but their trade in sugar, affected by 
fluctuations in harvest, tended rather to amplify the 
fluctuations on the world market. 


The expansion of exports of non-ferrous metals, in 
particular, tin and aluminium, despite their relatively 
small share in world trade, also had a depressing effect 
on the market, especially in 1958. These increases, 
under conditions of falling demand, were most likely 
motivated by the pressing need to restcre the balance 
of payments with the sterling area, with which the 
Soviet Union was running a deficit. In fact, the rise in 
exports of aluminium took place in a period when, 
according to official statements, the Soviet Union was 
experiencing an acute shortage of this commodity 
despite the considerable increase in output of recent 
years. The rise in Soviet exports resulted in the impo- 
sition of import restrictions on tin by several countries, 
and the Soviet Union entered into negotiations with the 
International Tin Council and agreed to limit sub- 
stantially its exports to countries other than the 
planned economies. 57 Similarly, negotiations between 
the Soviet Union and the United Kingdom led to an 


56 During the thirteenth session of the United Nations General 
Assembly, the representative of Czechoslovakia declared that, 
“The prices of primary commodities must, accordingly, be 
stabilized quickly by means of international arrangements and 
commodity agreements, particularly as the diversification of the 
economy and the industrialization of the under-developed 
countries were long-term projects’. During the same session the 
representative of the Soviet Union stated that his Government 
was opposed to the practice of dumping, but that it should be 
noted that in the case of any country, circumstances might arise 
which favoured the sale of one or another commodity, and that 
the Soviet Union “had been an interested participant in the 
recent international conferences on tin, lead and zinc and would 
take an active part in any steps to improve the primary com- 
modity situation’’. 


agreement limiting Soviet shipments of aluminium in 
1959 to their 1957 level. It should be pointed out, 
however, that, apart from such short-term considera- 
tions, the Soviet Union seems to be interested in 
increasing its exports of non-ferrous metals above 
the levels achieved prior to 1956-1957, in order to earn 
additional amounts of foreign currencies needed for 
increased imports of equipment from the more devel- 
oped western countries, in accordance with its new 
long-term plan of development. 


During recent years, the centrally planned economies 
entered into a number of bilateral agreements with 
several primary producing countries which resulted in 
a significant increase in their exports of primary com- 
modities. At a time when world markets were de- 
pressed, such agreements providing for an exchange of 
a stipulated amount of goods at fixed prices had a 
stabilizing effect on the foreign trade proceeds of the 
exporters of primary commodities. An important 
advantage of such agreements was that they enabled 
these countries to exchange surplus commodities for 
capital goods. 


These policies, which at one time or another had a 
considerable effect on prices and export receipts of 
some primary producing countries, are best illustrated 
by the transactions of the centrally planned economies 
with Egypt, Burma and Ceylon, as well as by the recent 
purchases of rubber by the Soviet Union. Thus, for 
instance, the large purchases of Egyptian cotton in 
1955 and 1956, which took place during the period of 
falling world prices, reduced considerably the pressure 
of existing supply on prices and its effect on the Egyp- 
tian economy.*8 Similarly, the bilateral clearing agree- 
ments signed with centrally planned economies in 1954, 
providing for the exchange of Burmese rice for capital 
goods and other manufactures, enabled Burma to dis- 
pose of its large surpluses at relatively stable prices. 5 
When the market for rice improved by 1957, Burma 
terminated several bilateral agreements, reduced the 
quantities allocated to the trade with the centrally 


57 According to a statement by the International Tin Council 
(United Kingdom Board of Trade, Board of Trade Journal 
(London), 30 January 1959), the “*... USSR has moved towards 
the desires of the exporting and importing countries, members of 
the Council, and has confirmed her intention to reduce her tin 
exports outside the socialist countries in 1959 compared with 
exports in 1958. The answer given to the Council is that it is the 
intention of the Soviet foreign trade organizations to consider 
the figure of 13,500 tons the limit of such exports”. The 1958 
exports amounted to some 18,000 tons. 

58 The share of the centrally planned economies in Egyptian 
cotton exports rose from he cent in 1954 to 27 per cent in 
1955, 34 per cent in 1956 and about 46 per cent in 1957. It is of 
interest to note that the trade agreement of the Soviet Union with 
Egypt as well as the agreements signed with several other 
primary producing countries contain a clause rohibiting re- 
exports of commodities purchased by the Soviet Union. 

5% In 1956 the trade agreements with the centrally planned 
economies called for annual shipments of rice amounting to 
about 35 to 40 per cent of total rice exports; actual shipments in 
1956 were, however, much smaller. 
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planned economies and increased the share of its trade 
conducted on a cash basis. 6° 


The five-year bilateral agreement signed in 1952 by 
Ceylon and mainland China enabled Ceylon to dispose 
of a large proportion of its rubber at annually fixed 
prices, at a time when world prices were falling 
sharply. The effect of this transaction on the economy 
of Ceylon was considerably strengthened by the fact 
that, in return, mainland China offered substantial 
amounts of rice at prices more favourable than those 
prevailing on the tightening world markets. This policy 
of mainland China was obviously influenced by its 
difficulties in procuring rubber, caused by the embargo 
imposed in 1951. In 1955, however, rubber prices 
increased in the world markets and the supply of rice 
improved. This change in the situation prompted 
Ceylon to reduce its imports of rice from mainland 
China and to abandon the annually fixed prices for its 
rubber. The new agreements provided for a premium 
price for rubber on a sliding scale related to the average 
market prices in Singapore. In 1957, however, a new 
five-year agreement was signed, providing for an annual 
exchange of 200,000 tons of rice for 30,000 tons of 
rubber at prices prevailing at the time of the signing of 


60 The reduction of rice shipments to the centrally planned 
economies in 1957 was also due to the fact that the recent pur- 
chases seem to have exceeded the actual demand for rice and 
that the assortment of goods received by Burma in exchange was 
not always considered satisfactory. 


Parr I. COMMODITY TRADE AND POLICIES IN THE POST-WAR PERIOD 


the contract, thus stabilizing rice and rubber prices in 
the trade between the two countries. 


It should be added that in several cases, the offer of 
credits at low interest rates by the centrally planned 
economies was a factor in stimulating exports of pri- 
mary commodities to these countries. Such credits, the 
bulk of which were extended to Burma, India, Indo- 
nesia, the United Arab Republic and several other 
Asian and Middle Eastern countries, not only created a 
favourable climate for current exchanges of primary 
commodities for manufactured goods delivered by the 
centrally planned economies, but they may also havefa 
significant influence on future exports to these 
countries. The credit agreements provide for the re- 
payment of loans and interest in kind and in domestic 
currency of the debtor countries, as well as in convert- 
ible currencies. To the extent to which such payments 
will be effected in kind or in domestic currencies they 
may absorb a part of the surpluses ef primary com- 
modities of the debtor countries. ® 

61 In fact, while the new agreement abandons the premium 
prices paid previously by mainland China, the effect of this 
change was offset by a grant to Ceylon amounting to about 
$16 million. 

62 The total credits so far granted were estimated at about $750 
million to Asia and about $580 million to the Middle East and 
Africa. The actual amounts drawn so far are considerably smaller, 
most likely less than half the amounts granted. The repayment 
periods of seven, eight or twelve years are to begin at various 


periods forfdifferent countries,tin most cases several years after 
the deliveries. L 


Appendix 


CHANGES IN OUTPUT, TRADE AND APPARENT CONSUMPTION 
OF INDIVIDUAL PRIMARY COMMODITIES 


Food 


The increase in consumption at rates exceeding that of 
output was characteristic not only for total food, as noted 


in the text above, but also for all individual commodities 
for which data are available. As may be seen in table 48, this 
was reflected in a general decline in net exports which, in the 
case of butter and sugar, turned into net imports in 1955— 
1957. 


Table 48. Selected Foodstuffs: Apparent Consumption and Net Exports or™Imports as Percentage of 


Apparent Consumption 
(Thousands of tons, except*as‘indicated) 


Apparent consumption 


Commodity and area 
1934- 1948- 
1938 1952 


Net trade as percentage of 


Net trade apparent consumption 
1934- 1948- 1955- 1934- 1948— 1955- 
1938 1952 1957 1938 1952 1957 


Cereals* 


Eastern Europe 


Less industrialized countries. 28,038 26,539 33,861 2,706 SI 437 —1,55 
More industrialized countries 11,461 (10.797 «13.807 97 626 — 314 08 58 308 
TOTAL, EASTERN Europe 39,499 37,336 47,758 2,609 189 67 
> bs 90 gfe ms = = —4.6 5 6.6 —0. es 
USSRieee tare eee ce Bh, 79,672 + 76,514 106,200- 1,238 1,686 3056 1.6 eA : se 
Torat, USSR anp EASTERN 
; Europe 119,171 113,850 153,958 3,847 1,497 —7 
China (mainland)............ 73,921 81.487» 105341 —770 °... 67 ait < aie 
TOTAL, CENTRALLY PLANNED ; 
ECONOMIES 193,092 195,337 259,299 3,077 ih —92 1.6 
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Table 48. Selected Foodstuffs: Apparent Consumption and Net Exports 


Apparent Consumption (continued) 


(Thousands of tons, except as indicated) 


Net trade as percentage of 


or Imports as Percentage of 


Casunadieg ead aren Apparent consumption : hea Net trade ; apparent consumption 
1934- 1948-— 1955— 1934- 948- ORR 924. 7 
1938 {960 41957 1938 {960 195) 1938 1959 i987 
Meate vee } 
Eastern Europe 
ae ica es countries. 1,842 Daley? 2,476 85 62 160 4.6 2.9 6.5 
ore industrialized countries 1,116 881 1,204 —l4 —110 — 144 —12 —12.4 —12.0 
TOTAL, EASTERN Europe 2,958 3,013 BOGU0 see wer —48 16 24 —1.6 0.4 
PSOR ME on eee 2,480 — 4,900 <6,91] 20 —148 0.8 a eee) 
Torat, USSR AND EASTERN 
Europe 5,438 7,913 10,591 91 —132 Wai —1.2 
China (mainland)............ ee rhe re 8 131 ie ? ; 
TOTAL, CENTRALLY PLANNED 
ECONOMIES 99 —] 
Butter (factory) 
Eastern Europe 
Less industrialized countries. 29.9 38.2 90.0 Ney 4.4 0.5 42.5 ias 0.6 
More industrialized countries 115.4 118.9 PAK See SPR) —38.5 —-14.9 —-19.8 —18.3 
TOTAL, EASTERN EUROPE 145.3 157.1 300.1 —4.5 —19.2 —38.0  —3.1 —12.2 —12.7 
Veli laa Cee ee 155.0 340.0 - 525.0 Ooal —3.9 20.4 42.0 —1.1 3.8 
Totrat, USSR ANnp EASTERN 
EUROPE 300.3 497.1 826.0 60.6 —23.1 —17.6 20.1 —4.7 —2.1 
Eggs (millions of units) 
Eastern Europe 
Less industrialized countries. 5,833 5,234 Teall 1,037 425 760 WH 8.1 10.0 
More industrialized countries 3,572 PARTE 4,519  —316  —100 —242 —88  —-36 —5.4 
TOTAL, EASTERN Europe 9,405 7,985 12,096 721 325 518 toll 4.J 4.3 
BSH eee k 5 feck) SO s 7,386 11,765 19,831) > 114 —65 —181 15 —-06 —0.9 
ToraLt, USSR AND EASTERN 
Europe 16,791 19,750 31,927 835 260 337 5.0 1 Wak 
China (mainland)............ Lee er ee als ae 49] Bike Aor oe 
TOTAL, CENTRALLY PLANNED 
ECONOMIES 1,148 828 
Sugar4 
Eastern Europe 
Less industrialized countries. 974.2 AOU AT SOLE 94.9 246.3 143.4 9.7 24.3 11.0 
More industrialized countries 1,051.6 960.0 990.2 220.8 346.0 288.2 21.0 36.0 29.0 
ToTAL, EASTERN Europe 2,025.8 1,971.7 2,291.9 Slsy, 592.3 431.6 15.6 30.0 18.8 
[JSS] ta ee aa eee 2,008.2 2,847.0~ 4,514.3 66.8 —324.0 — 426.3 3.3 —-ll4 —-—9.4 
Totat, USSR aND EASTERN 
Europe 4,034.0 4,818.7 6,806.2 382.5 268.3 D3 9.5 5.6 oF 
Chima (mamland) og. 2 35 + 859.1 200.0 688.0 —347.1 —64.0 —193.0 —40.4 —32.0 —28.1 
TOTAL, CENTRALLY PLANNED 
ECONOMIES 4,893.1 5,018.7 7,494.2 35.4 204.3 —187.7 0.7 41 —2.5 
Tobacco 
Eastern Eurepe 
Less Pca countries. 45.3 72.6 137.2 Dass 40.7 27.8 51.8 56.1 20.3 
i iali i 43.5 Dial 52.6 —32.6 —4.9 —37.7 —74.9 —22.2 —71.7 
More industrialized countries 3. 
TOTAL, EASTERN EUROPE 88.8 94.7 189.8 —9.1 35.8 —9.9 —10.2 sigs Ge? 
ISS Here. ee. eeetin dn’ 22 re a —0.7 —43.8 —67.2 —0.3 ge a 
ee ee cee Berne TG 6a 6 0 ele on i 
China (mainland)...........: o? 331.7 —20.6 —1.9 31.0 : 9,3 
TOTAL, CENTRALLY PLANNED ant ee re 


ECONOMIES 


Source: National statistical yearbooks and bulletins; Food and 
Agriculture Organization of the United Nations, and United 


Nations, 
No. 4. 


* Wheat, rye, barley, oats, maize and rice (milled equivalent). 


Commodity Trade Statistics, Statistical Papers, Series D, 


b Production. 


¢ Total carcass weight, including offal, beef, veal, pork, mut- 
ton, lamb and poultry. 


4 Refined. 
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Probably the most significant changes occurred in the rela- 
tionship between output, consumption and trade of cereals. 
While total apparent consumption of cereals in the centrally 
planned economies increased between 1934-1938 and 1955— 
1957 by about 66 million tons, output increased less, and 
the net exports to the rest of the world of over 3 million tons 
were practically eliminated. The changes in output, con- 
sumption and trade varied considerably from country to 
country. The rise in total output of cereals by about 32 per 
cent was mainly accounted for by a 36 per cent rise in the 
Soviet Union and a 45 per cent increase in mainland China, 
whereas the output ae eastern Europe remained approxi- 
mately at its pre-war level. In terms of value these differences 
were even greater because of a rise in the share of more 
valuable grains in the total production of the Soviet Union 
and mainland China. 


In the Soviet Union, expansion of wheat production by 
far exceeded The Hicreaze in output of other grains--Thitwas 
accompanied by a decline in the relative share of rye and, 
to sudge by the changer-tr-thethistribation-of-caltivated area, 


by a decline in the share of coarse grains, despite a consider- 
able increase in the share of maize. In mainland China, 
output of wheat remained at approximately the pre-war level, 
but the output of rice increased by 60 per cent. In contrast, 
in eastern Aree the shares of various grains were quite 
similar in 1955-1957 to those of the pre-war period, although 
several shifts occurred during the intervening years. A rela- 
tively less marked decline in wheat output than in that of 
other grains, particularly coarse grains, during the war and 
the immediate post-war period reflects the increase of direct 
human consumption of cereals during that period, and the 
corresponding decline in the share of consumption of live- 
stock products. 


The fact that output in eastern Europe hardly exceeded 
its pre-war level, whereas apparent consumption increased 
by some 20 per cent, was reflected in the significant shift 
from an export surplus of about 2.6 million tons in 1934— 
1938 to an import surplus of 4.7 million tons in 1955-1957. 


Before the war, all eastern European countries except 
Czechoslovakia were net exporters of grain. The total amount 
of their net exports was sufficient to cover the small grain 
deficit of Czechoslovakia and leave a surplus for export to 
other areas. In recent years, net imports of (Gechorlorelis 
have risen to an average of 1.5 million tons a year, while 
Poland and Eastern Germany have also become substantial 
importers, average annual net imports of these two countries 
running at 1.] and 1.6 million tons, respectively. The other 
eastern European countries, Bulgaria, Hungary and Romania, 
were able to maintain a moderate export surplus in years of 
good harvests, but even those countries incurred some grain 
deficit on the average for the years 1955-1957, as a con- 
sequence of one poor harvest during that period. 


In the Soviet Union and mainland China, however, appar- 
ent consumption increased less than output and, accordingly, 
the balance of their trade changed in the opposite direction. 
The exports of grain from the Soviet Union rose from 1.2 
million tons before the war to almost 4 million tons in 1955— 
1957. If imports of rice are disregarded, the net exports of 
the Soviet Union amounted on the average to 4.5 million 
tons of grain, equal to the total net imports of the other 
eastern European countries during this period. In mainland 
China, despite a 43 per cent increase in apparent consump- 
tion, the net imports of 770,000 tons before the war were 
replaced by a net export of 627,000 tons in 1955-1957, 
mainly reflecting the change in the trade balance of rice. A 
major importer of rice before the war, mainland China has 
turned into a major exporter during recent years. 


As stated previously, net exports of cereals in the trade of 
the area with the rest of the world were almost entirely wiped 


out by 1955-1957. This change was brought about through a 
fourfold increase in imports while exports rose by 40 per 
cent only. However, while on the average exports and im- 
ports of cereals have been in balance in recent years, the 
cereal trade with the rest of the world may be subject to 
significant fluctuations caused largely by inadequate syn- 
chronization of changes in surpluses available for export and 
in demand for imports within the group of centrally planned 
economies. The sharp fluctuations in cereals output in Bul- 
garia, Hungary, Romania and especially in the Soviet Union, 
in the face of a relatively stable demand for imports in 
Czechoslovakia, Eastern Germany and Poland,! may sig- 
nificantly affect the amounts of cereals available for exports 
to the rest of the world. Instability of export supplies is 
likely to persist in view of the fact that the rise in Soviet 
output of grain after 1953 was accomplished almost entirely 
by the extension of the cultivated area into marginal lands 
where yields vary widely as a result of changes in the amount 
of rainfall. During the three years from 1955 to 1957, when 
the area under grain remained practically unchanged, the 
annual variations in output were equal to about 20 million 
tons. The rise in output in 1956 resulted in an increase in 
net exports from about 3.2 million tons in 1956 to 7.4 million 
tons in 1957.2 No less important were the fluctuations in the 
trade of cereals of Bulgaria, Hungary and Romania, the other 
three exporting countries. 


While the average net exports from these countries reached 
about 700,000 tons after the good harvest of 1955, their bal- 
ance deteriorated sharply, showing an even larger deficit, 
after the poor harvest of 1956. In the three years from 1955 
to 1957, the fluctuations in output of the exporting countries 
tended to be complementary; a year of good harvest in the 
Soviet Union—1956—was one of poor harvest in the other 
exporting countries, while two bad harvest years in the Soviet 
Union—1955 and 1957—were good harvest years in Bul- 
garia, Hungary and Romania. This has tended to reduce sig- 
nificantly the over-all fluctuations in the export-import bal- 
ance of the centrally planned economies with the rest of the 
world. Even so, these fluctuations were not small in absolute 
amounts; while in 1955 net imports of eastern Europe and 
the Soviet Union amounted to only 290,000 tons of grain 
(excluding rice), the deficit had risen to 780,000 in 1956, 
which turned into a surplus of 830,000 tons in 1957.8 


The pattern of changes in output, consumption and trade 
of livestock products differed in many respects from that of 
cereals. Output and consumption of meat and butter in- 
creased in the centrally planned economies much more than 
output and consumption of cereals. As in the case of cereals, 
consumption increased more than output in the Soviet Union 


1 Although, during the past three years, total imports of these 
three countries have been steadily increasing, it is difficult to 
ascertain to what extent these changes reflect a long-term trend. 

9 

2 1955 1956-1957 
Grain exports (Thousands of tons) 


USSR 
Totalvexportsicg: su exe we eee 3,683 3,215 7,414 
Exports to private enterprise 
SCONUMUES 2 fa cy vw we eee Oe 700 1,500 1,800 
Grain imports 
Poa 
Lotalampoxtsycac: eee erase 1,160 1,000 1,806 
Imports from private enterprise 
GCUNDUMIOS Sear. xo eemne 551 692 
Czechoslovakia ‘ na 
otal impartes eos cee ue eee 1413 1,441 1,648 
Imports from private enterprise : 
GCONGMICS..cun won eee ee 254 NLL 37 
Eastern Germany 
‘Totaliimportsvens ea eeeeee 1,348 1,685 2,033 
Imports from private enterprise 
SCOnOMIES ! JK ee 109 178 174. 


3 See footnote 2 above. 
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and eastern Europe, which changed from net exporters of 
meat and butter in 1934-1938% to net importers in 1955-1957. 
If the trade of mainland China, which increased its net ex- 
ports considerably, is added, the total net exports of meat to 
the rest of the world of 99,000 tons in 1934-1938 changed to 
net imports of about 1,000 tons in 1955-1957. This change 
was the result of a greater increase in imports than in exports 
between 1934-1038 and 1955-1957, although during the 


most recent period both imports and exports tended to decline. 


It should be added that while the share of the outside world 
in the meat trade is low, it is by no means insignificant. Of the 
340,000 tons of meat imported on the average in 1955-1957 
into the Soviet Union, Eastern Germany and Czechoslovakia, 
about 75,000 tons came from the rest of the world.5 Meat 
exports from Poland to western Europe, particularly to the 
United Kingdom, account for a major and increasing share 
of the total Polish exports of meat. Meat exports from Bul- 
garia, Hungary and Romania to countries outside the grou 
are relatively less important; there is, none the less, a Sa 
ency for such exports, especially from Hungary, to increase. 


Somewhat different changes occurred in the trade of but- 
ter; total imports of butter were much higher and exports 
lower, on the average, in 1955-1957 than in 1934-1938. In 
consequence, the net exports of 60,000 tons before the war 
were replaced by net imports of 18,000 tons during the recent 
years. However, between 1955 and 1957, net imports from 
the rest of the world declined from about 26,000 tons to 
13,000 as a result of a greater increase in exports than in 
imports. ® 


In contrast to the position with respect to these two live- 
stock — the group continued to be a net exporter of 
pes: espite the fact that imports increased and exports de- 
clined compared with the pre-war level.7 From 1955 to 1957 
net exports of eggs from the centrally planned economies 
contributed from 10 to 13 per cent to the imports of the rest 
of the world. The importance of the exports of eggs to the 
countries outside of the group can be seen from the fact that 
of the 700 million eggs exported, on the average, from Bul- 
garia, Hungary and Poland in 1956 and 1957, about 250 mil- 
lion alone went to the Federal Republic of Germany and the 
United Kingdom. 


The expansion of output and consumption of livestock 
products in the centrally planned economies as a whole was 
not, however, evenly distributed among the individual coun- 
tries. The substantial increases achieved between 1934-1938 
and 1955-1957 were mainly the effect of very steep increases 
in the Soviet Union as well as in the less industrialized east- 
ern European countries, the major producing and exporting 
countries, which before the war had a much lower per capita 
consumption of livestock products than more industrialized 
Czechoslovakia and Eastern Germany. The differences between 
changes in output and consumption in various countries were 
most pronounced for meat. While output of meat in Eastern 
Germany and Czechoslovakia remained unchanged between 
1934-1938 and 1955-1957, and consumption increased by 
about 8 per cent, in the less industrialized countries output 
and consumption rose by 37 and 34 per cent, respectively, 
and in the Soviet Union by 171 and 179 per cent. Such differ- 

4 Output and apparent consumption in the Soviet Union and 
eastern Europe increased between 1934-1938 and 1955-1957 in 
the following fashion: meat, 89 and 95 per cent; factory butter, 
124 and 175 per cent; eggs, 83 and 90 per cent, respectively. 

5 The main suppliers of the Soviet Union among the countries 
outside the group were, in recent years, Yugoslavia, Argentina 
and New Zealand, and those of Eastern Germany and Czecho- 
slovakia were western European countries. 

6 This includes however imports from the Mongolian People’s 
See no ; ae 

Net exports fell from 1,148 million units to 808 million. 


ences between areas were no less important in the case of 
butter and eges.8 


Le} 

The exceptionally steep increases in output of livestock 
products in the Soviet Union reflected largely the recovery 
from the very low level to which the output of livestock had 
fallen during collectivization. Even in 1937, despite a partial 
improvement beginning in 1933, the aggregate output of live- 
stock products was 35 per cent below the level of 1928. Con- 
sequently, per capita consumption was, in 1955-1957, only 
about 15 per cent above 1928. This fact is obviously one of 
the reasons why, despite the very sharp increases in output, 
the Soviet Union turned from a net exporter into a net im- 
porter of livestock products, if the average of 1955-1957 is 
compared with that of 1934-1938 (within the present bound- 
aries of the Soviet Union). This was the result either of a 
decline in exports or an increase in imports, or both, of all 
major products—meat, butter and eggs. Within the span of 
the past three years, however, a different trend appears to be 
emerging, whereby imports of livestock products are declin- 
ing or exports increasing. Such a reversal took place in the 
case of meat and animals for slaughter, the combined net 
imports of which amounted to about 320,000 tons in 1955, 
but to only 110,000 tons in 1957.9 A similar change took 
place in the case of butter, exports of which rose considerabl 
in the three years while imports remained relatively low, with 
the effect that the Soviet Union became a net exporter in 1957 
to the extent of 40,000 tons. Only with respect to eggs did the 
country’s position as a net importer remain unchanged, aver- 
age imports continuing to absorb a large part of the export 
surplus of the eastern European countries. 


The position of the less industrialized eastern European 
countries as exporters of livestock products was but little 
changed in 1955-1957 compared with the pre-war period. 
Exports of meat were higher than in 1934-1938; this increase, 
however, was counterbalanced in value terms by a decline 
in exports of live animals for slaughter, as well as by some 
decline in exports of dairy products. Czechoslovakia and 
Eastern Germany, on the other hand, increased their imports 
of meat and dairy products very considerably. As a result of 
this, eastern European exports of meat exceeded imports in 
1955-1957 by only about 16,000 tons, and net imports of 
butter were at a level of 38,000 tons. The area, however, con- 
tinued to be a substantial exporter of animals for slaughter, 
and eggs, and the total value of exports of livestock products 
exceeded somewhat the value of imports in the recent period. 


The change in output and consumption of livestock prod- 
ucts in mainland China is more difficult to ascertain because 
of lack of data. There are, none the less, indirect indications 
that output of pork, by far the most important livestock prod- 
uct in China, increased significantly less than the output of 
grain, as compared with the pre-war level. This can be seen 
from the figures on the number of hogs (in millions) at 
mid-year: 


1937 1950 1953 1955-1957 
78.5 60.2 96.1 95.3 


Despite the relatively poor performance of livestock pro- 
duction in mainland China, there was a substantial increase in 
exports of meat and eggs from this country, as compared with 
the pre-war level. A substantial pia te of the imports of 
these products by other centrally planned economies, par- 


8 Respective increases in output and consumption of factory 
nutter were: USSR, 150 and 240 per cent; less industrialized 
eastern Europe, 110 and 200 per cent; Czechoslovakia and 
Eastern Germany, 75 and 82 Pe cent; increases in output and 
consumption of eggs: USSR, 162 and 168 per cent; less indus- 
Ri el seater Europe, 22 and 30 per cent; Czechoslovakia and 
Eastern Germany, 31 and 27 per cent. 

9 Animals for slaughter given originally in live weight, con- 
verted into carcass weight. 
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ticularly the Soviet Union, was met from this source. The 
decline in Soviet meat imports from 1955 to 1957 had its 
counterpart in a corresponding decline of Chinese exports. 


Agricultural raw materials 


The increase in production of industrial raw materials 


chiefly reflected the expansion in output of cotton, which ac- 
counts for a very high share of total output. Production of 
wool and jute also increased substantially, but the rise in 
output of silk was moderate, and output of flax and hemp 
seems to have declined (see tables 50 and 51). 


Table 49. Imports of Exotic Foods into the Soviet Union and Eastern Europe 
(Thousands of tons) 


Coffee Cocoa beans Citrus fruit : 
Area Tp 1948- 1955- 934- 948- 955— 1934- 1948- 1955- 
; 11938 4959 93) 4938 982 987 1938 1952 1957 

Eastern Europe 
Less industrialized countries... .. IP i 5 1 a 8 69 4 Dir 
More industrialized countiies.... 53 5 14 31 a Is 114 Lif 45 
TOTAL, EASTERN EUROPE 695 6 19 44. 6 21 183 21 72 
USSR Aree ere a ere 1 il 3 9 12 25 19 9 9] 
Tora, USSR AND EASTERN EuroPE 66 7 22 53 18 46 202 30 163 


Se ee eee eee eee ee 


Source: See table 48. 


Table 50. Apparel Fibres: Apparent Consumption and Net Exports or Imports as Percentage of | 


Apparent Consumption 
(Thousands of tons) 


Net trade as percentage of 


Apparent consumption Net trade apparent consumption 
Commodity and area eS = 
1934- 1948- 1955- 1934- 1948- 1955- 1934- 1948- 1955- 
1938 1952 1957 1938 1952 1957 1938 1952 1957 
Cotton 
Eastern Europe 
Less industrialized 
COMUNE CSE erate 22, 1S) 214. —115 —155 —189 —94.3 —88.6 —88.4 
More industrialized 
COUNTIES Haier ete 134 94. 169 — 134 —94 —169 —100.0 —100.0 —100.0 
TOTAL, EASTERN Europe 256 269 383 —249 — 249 — 358 —97.33 -—93.6 —93.4 
WSS Regaeyn errs y soe 635 1,051 1,170 —22 ipl 262 —3.5 16.3 22.4 
ToraL, USSR anp 
EASTERN EuRoPE 89] 1,320 E553 —271 —78 —96 — 30.4 —5.9 —6.2 
China (mainland)....... 704 805 1,566 — 24 —67 —32 —3.4 —8.3 —2.0 
TOTAL, CENTRALLY 
PLANNED ECONOMIES 1,995 Pap MAS) 3,119 —295 —145 —128 —18.5 —6.8 —4,.] 
Wool 
Eastern Europe 
Less industrialized 
COUNTIES ne 44.5 41.5 52:2 —20.5 —19.3 —23.0 - = = 
More industrialized se pe on be 
OWNS, oo o0ccu0c 40.5 18.9 31.4 —39.5 —17.0 — 28.0 —975 -—95.2 — 
ToTAL, EASTERN Europe 85.0 60.4 83.6 —600 “2363 “a3 ~70.6 604 mi 
USSR eoet Sareea 89.7 114.9 197.4 —29.7 —11.9 —37.0 —33.1 —104 — 18.8 
TotaL, USSR anp ar : ; 
EASTERN EurorPE 174.7 oye 281.0 — 89.7 — 48.2 — 88.3 —51.3 27.5 
hive eta iar |) aeeeen ae 1330 0166 wna 14.7 8.4 72 ors SOR. ES 
Te eee : 2 7.2 107.5 50.6 116.3 
PLAN ‘ a : 7 7 
Pr NED ECONOMIES 188.0 191.9 295.8 75.0 —39.8 —71.1 —39.9 —20.7 — 23.9 
Eastern Europe 
Less industrialized 
COUTMICS eT 0.23 0.10 0.10 —0.02 —7 
More industrialized ae iss 
(COWMM|CEH 6 so acnanac 0.30 = —0.30 = — — 
Teen EASTERN EUROPE 0.53 0.10 0.10 —0).32 502 
Ry sali: Tito V7 2.46 4.16 =0.00 © =0.60- S97 “50 O4 J oy 
Totat, USSR anp ; ee ae “3.00 2A 42.6 
EASTERN EUROPE 2.24 2.50 4.26 —().41 0.60 cas 
Chi : : . : aya .“ = We —]| id —17.9 — 23.4 —41.7 
ina (mainland)....... 2.40 ae 2.81 4.60 acai 4.20 192.0 150.0 


TOTAL, CENTRALLY 
PLANNED ECONOMIES 


Source: See table 48. 
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Table 51. Net Trade in Non-Apparel Fibres and Natural Rubber 


(Thousands of tons) 


ar. Flax 2 Hemp = Jute Natural rubber 

1934- . h- : a 55 55- 
1938 493) 1938 1 0OBT 1938 oar to38. GoeY 

Eastern Europe 
Less industrialized countries........ 14 —4 4 —29 —26 —10 —36 
More industrialized countries....... —2)] —6 —14 —2 —57 —16 —29 —49 
TOTAL, EASTERN Europe —7 —10 —10 —2 — 86 — 42 —39 —85 
MISS Reentry es 84 22 : —3 —20 —19 —37 —88 
Torat, USSR AND EASTERN EuRopE 77 12 —10 —5 —106 —6] —76 —173 
Bemime (Mamland) occ es oc cs oe ba ds = 4 10 —13 —13 —T7 —63 
TOTAL, CENTRALLY PLANNED ECONOMIES 77 be —6 5 —119 —74 —83 —236 


Source: See table 48. 


The relationships between changes in output, apparent 
consumption and trade varied according to commodity, and 
were generally strongly correlated with the relative rates of 
growth in output. Among the major deficit commodities, out- 

ut increased more than consumption. Thus, the rise in pro- 

uction of cotton by about 130 per cent resulted in a 50 per 
cent decline in net imports between 1934-1938 and 1955— 
1957. Output of wool increased during the same period by 
about 100 per cent,!° but since the share of imports in total 
consumption was considerably greater than that of cotton, 
net imports of wool from the rest of the world fell by only 
some 95 per cent between 1934-1938 and 1955-1957. 


Among the surplus commodities, such as silk and flax, con- 
sumption increased more than output and their net exports 
were substantially reduced. The fall in net exports of silk from 
4.4 thousand tons in 1934-1938 to 2.4 in 1955-1957 was 
mainly the effect of a considerable increase in net imports of 
the Soviet Union, since net exports of mainland China de- 
clined only slightly. The only commodity which showed a 
decline in output and an even greater decline in consumption 
was hemp, the requirement for which was falling in the cen- 
trally planned economies. 


It is notable that the dependence of the centrally planned 
economies on trade with the rest of the world declined, not 
only in relation to their apparent consumption but also in 
absolute terms. Among all major raw materials, only imports 
of natural rubber increased substantially between 1934-1938 
and 1955-1957. This rise in imports from the rest of the world 
occurred despite a rapid expansion of output of synthetic 
rubber, and reflects an increase in demand to an extent not 
paralleled by any other agricultural raw material. 


In contrast to these changes in the trade of the centrally 
planned economies with the rest of the world, the dependence 
of individual countries on trade with other centrally planned 
economies increased considerably. The bulk of the increment 
in imports of the less industrialized eastern European coun- 
tries was accounted for by a rise in imports of cotton, mostly 
from the Soviet Union, while imports of wool, mostly from 
the rest of the world, remained approximately at the pre-war 
level. Similar changes occurred in the trade of Czechoslo- 
vakia and Eastern Germany, where imports of wool declined 
and imports of cotton increased. At the same time the steep 
increase in Soviet exports of cotton to these countries 
changed the position of the Soviet Union from that of a net 


19 Apparent consumption of cotton rose by 96 per cent and of 
wool by 57 per cent. 


importing to that of a net exporting country.!! The reorienta- 
tion of the trade of mainland China with the rest of the world 
to trade with the centrally planned economies had a similar 
effect. This took the form of a substantial increase in exports 
of silk, wool, hemp, jute, hides, bristles and other raw 
materials to eastern oe and the Seviet Union, countries 
with which trade had been negligible before the war. 


It is of interest that the increase in imports of cotton in 
relation to wool, associated with the reorientation of the trade 
of eastern Europe, was reflected in a shift from higher quality 
to lower quality products in the output of textile industries. 
Though consumption of wool expanded in the less industrial- 
ized eastern European countries as a result of increased pro- 
duction, the rise was lower than in the consumption of cotton, 
the latter being augmented by a rise in both output and im- 
rene The fall in consumption of natural silk, caused mostly 

y a decline in raw silk production, reinforced the shift 
towards lower quality ee A similar development took 
place in the more industrialized countries of eastern Europe 
where the effect of a decline in consumption of wool and silk 
and an increase in cotton consumption was only partly offset 
by the expanded consumption of higher quality artificial 
fibres. 


As in eastern Europe, the composition of consumption of 
apparel fibres deteriorated in mainland China where silk was 
partly displaced by cotton while the level of wool consump- 
tion remained unchanged. In contrast to the other areas, how- 
ever, there was a considerable improvement in the quality of 
input of apparel fibres in the Soviet Union. The increase in 
consumption of wool and silk exceeded the substantial in- 
crease in consumption of cotton and, in addition, the growth 
of consumption of rayon and synthetic fabrics was steeper 
here than in the other areas. 


Fuels 


Expansion of output of petroleum and natural gas was 
generally steeper than that of solid fuels, and among the 
latter, output of lignite increased faster than that of coal. As 
in the case of other surplus commodities, consumption of all 
types of fuel increased at a higher rate than output (see table 
52). The effect of these changes on trade with the rest of the 
world was different with respect to hard coal and to lignite 
and petroleum. In the case of the slowest growing, hard coal, 
the export surplus of the group declined considerably, both in 


il Although imports of wool by the Soviet Union from the rest 
of the world increased, much of this increase was offset by a 
decline in imports by other centrally planned economies. 
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Table 52. Selected Minerals: Apparent Consumption and Net Exports or Imports as Percentage of 
Apparent Consumption 
(Thousands of tons) 


Net trade as percentage of 


Apparent consumption Net trade apparent consumption 
Commodity and area > Ss a 
Dee 1950 spe pepe 1950 1957 1957 a f050 Mae 
Hard coal 
Eastern Europe ; 
Less industrialize 
COUNLTICSH eer 44,242 53,596 82,952 24,870 26,198 14,571 56.2 48.9 17.6 
More industrialized 
GOUNELES mame 20,455 27,973 34,434. — 682 —6,712 — 7,890 —3.3  —24.0 —22.9 
TOTAL, EASTERN EuroPE 64,697 81,569 117,386 24,188 19,486 6,681 37.4 23.9 5.9 
WSSRae erent ier 111,469 192,600 313,835 841  (—7,380) 2.315 0.7 —3.8 0.7 
Tora, USSR AnD 
EASTERN Europe 176,166 274,169 431,221 25,029 12,106 8,996 14,2 4.4 ali 
China (mainland)...... 23,075 41,000" 113,501 Ze wae (660) 4.9 aoe 0.6 
Torat 199,241 315,169 544,722 26,154 <? 9,656 Beal 1.8 
Soft coal 
Eastern Europe 
Less industrialized 
COUNTIES as eee 12,079 22,286 38,005 240 3,845 4,171 2.0 17.0 11.0 
More industrialized 
COUNTIES Sane in et 113,200 165,922 256,693 4,870 — 1,363 1,195 43 —0.8 0.4 
ToraL, EASTERN Europe 125,279 188,208 294,698 5,110 2,482 5,366 4.1 eS: 1.8 
USSR tae 18,770 75,860 130,350 oad ~ — _ - 
Totat, USSR anp 
EASTERN Europe 144,049 264,068 425,048 5,110 2,482 5,366 35 0.9 es 
Crude petroleum 
Eastern Europe 
Less industrialized 
countries......... ZAB Ot 3,883 10,019 4,765 1,838 2,417 203.8 47.3 24.1 
More industrialized 
COMME: 55060056 579» 612° 2,399> — 560 —542 —2,291 —96.7 —89.7 —95.5 
TOTAL, EASTERN Europe 2,916 4,495 12,418 4,205 1,296 126 144.2 28.7 1.0 
USSR eee eee. 28,042 39,378 83,987 1,538 — 1,500 7,086 5.5 —3.8 8.4 
Tora, USSR anp 
EASTERN Europe 30,958 43,873 96,405 5,743 — 204 Yoore 18.5 0.5 12 
China (mainland)...... 1,493 nee 3,075 —1,193 pigs —1,768 — 80.0 ses Ok 
TotaL 32,45] Sint 99,480 4,550 5,444 14.0 DS 
Iron ore 
Eastern Europe 
Less industrialized 
COUNTIES ane eee 2,413 4,255 10,325 —1,031 — 2,675 — 7,07 —42 oo os 
More industrialized el Ean 62.5 68.5 
COUNTIES anes: 3,714 4,205 10,190 — 1,682 — 2,200 —5,8 - _ _ 
Tora, EASTERN EUROPE 6,127 8460, 20,515. =9- 753) soa aes) oe 13973 ric: 376 mr 
MA ea oe ee 27,000 36,424. 71,174 180 ey | 9 7 
TotaL, USSR AND ge Of oo eee 
__ EASTERN Europe 33,127 44,884. 91,689 — ae — 1,648 —3, 02 =): rn 
China (mainland)...... 2,622 na 15,900 588 ar 294 ag oe 
ToraL 35,749 107,589 —1,945 a 89 5 a - 
7 : es 08! 945 ae — 2,824 —5.4 —2.6 
‘anganese ore 
Eastern Europe 
Less industrialized 
COWIMTNAT oo ond sae 146.3 ek 686.7 — 64. — 271.5 _ 
More industrialized =~ ists 271.2 44.2 -+. 39.4 
countries......... DANG all are 387.0 —110.8 —90¢ = 
TOTAL, EASTERN EUROPE 363.4 Me 1,073.7 —175.6 ne Bite: ny sre 92.8 
SSR mere io ns 1,788.8 3,100.0 4,181.1 723.7 577.0 SG here ees 
Tora, USSR anp cet : : 8.9 20.6 
EASTERN Europe 2,152.2 a 5,254.8 548.1 _ ae 386.2 25.4 wh 7.3 
Source: National statistical yearbooks and bulletins; United ® Production. 


Nations, Commodity Trade Statistics, Statistical Papers, Series D, 
No. 4, and United Kingdom Imperial Institute, Mineeal Industry 


of the British Empire and Foreign Countries. * Excluding liquid fuel derived from coal and oil shales 
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‘relation to domestic consumption and in absolute amounts. 
In the case of the two other major fuels, the export surplus 
of lignite in 1956-1957 was about as large in absolute amount 
as pre-war and that of crude petroleum was higher; relative 
‘to the group’s own requirements, however, export surpluses 
were lower than before the war. 


Output and consumption of hard coal increased much more 
: steeply in the Soviet Union than in eastern Europe, whereas 
in both regions the higher increase in production and con- 
» sumption of brown coal than of hard eal reflects the intensi- 
fied pressure on resources caused by growing demand. How- 
» ever, while in the Soviet Union the shift from hard coal to 
brown coal appears to have been slowed down in recent years, 
in eastern Europe, the substitution of brown coal for hard 
coal is increasing. Such factors as the availability of rich re- 
sources of brown coal and lignite, their wide geographical 
distribution, and the improvement in the utilization of brown 
coal for various industrial uses account for the fact that soft 
coal tended to become the major source of energy in eastern 
Europe. Among the Seiimularky noteworthy developments in 
the technology of utilization of brown coal was the successful 
derivation from it of metallurgical coke. In contrast to brown 
coal, the eastern European countries are very unequally en- 
dowed with hard coal, practically all of the production being 
concentrated in Poland and Czechoslovakia. However, even 
the latter country became a net importer in the post-war 
i in the face of growing requirements and lagging output. 

oland, on the other hand, though continuing to be a major 
exporter, experienced a widening gap between demand and 
supply throughout the post-war period.!? Because of the im- 

ortance of coal exports as a source of foreign exchange earn- 
Ings a major decline in the level of exports was prevented un- 
til 1955 by means of administrative restrictions on domestic 
consumption and relentless pressure on productive capacity. 
The long postponed readjustment between domestic demand 
and exports which took place in 1956 was reflected in a decline 
in coal exports to only 13 million tons in 1957 as compared 
with 24 million tons only two years earlier. 


The effect of the changes in Polish trade, particularly of 
the abrupt fall in exports after 1955, on the importing coun- 
tries was somewhat cushioned by the offsetting changes in 
Soviet trade. In the early nineteen fifties, the Soviet Union, 
a net exporter before the war, absorbed as much as 35 per 
cent of Polish exports and recorded an import surplus of more 
than 7 million tons of hard coal a year. The decline in Polish 
exports between 1950 and 1955 was paralleled by a much 
steeper decline in the net imports of the Soviet Union which 
were reduced by 1955 to only about 4.3 million tons. This 
trend was subsequently accelerated, and by 1957 the Soviet 
Union was a net exporter of 5.3 million tons. This shift was 
brought about both by a reduction of imports from Poland 
and by increases in exports: while Soviet imports from Poland 
declined between 1955 to 1957 by about 5 million tons, ex- 


ports to other countries rose by almost the same amount. 


It is notable that, notwithstanding this drastic change in 
the Soviet balance of trade, apparent consumption of hard 
coal in the Soviet Union increased between 1955 and 1957 
by 15 per cent while production rose by 19 per cent. 


In Poland, where output remained practically unchanged 
between 1955 and 1957, consumption increased at the same 
rate as in the Soviet Union, at the expense of exports. In 
Hungary, apparent consumption also increased during this 

riod, although less than in Poland and the Soviet Union. 

he rise in consumption, which occurred despite a fall in out- 


12 The lag in output of hard coal was larger in Poland than in 
any other country; the increase in domestic requirements was, 
at the same time, also the steepest. The difficulties in expanding 
coal output were largely caused by labour shortage, insufficient 
investment and obsolete mining methods. 


ae involved a sharp increase in imports from the Soviet 
Inion. In contrast, the rise in Soviet exports was not sufh- 
cient to fill the gap left by the decline in Polish exports to 
Czechoslovakia and Eastern Germany. Consequently, appar- 
ent consumption in these two countries remained at approxi- 
mately the same level despite an 8.5 per cent increase in pro- 
duction from 1955 to 1957, 


In contrast to hard coal, the increase in consumption of 
crude petroleum between 1934-1938 and 1955-1957 was 
steeper in eastern Europe than in the Soviet Union, despite 
the fact that production rose less. While successful prospect- 
ing brought into operation new oil wells which increased out- 
put substantially in a number of eastern European countries, 
output in Romania, which accounts for the major share of oil 
pice es of eastern Europe, expanded more slowly. In the 

oviet Union, on the other Seer the development of new oil- 
producing regions was instrumental in maintaining a high rate 
of growth of oil production. This relationship between 
changes in production in the Soviet Union and eastern Europe 
was reversed in the case of demand for petroleum as the less 
industrialized countries began to develop truck hauling on a 
large scale, and the use of oil as fuel increased rapidly in fuel- 
importing countries. The increase in the eastern European 
demand for oil and oil products by far exceeded the increase 
of output, and the once substantial export surplus dwindled 
to an insignificant amount. This decline was fully compen- 
sated, however, by the increase in the Soviet export surplus, 
which was sufficiently large to cover in addition the increased 
import requirements of mainland China. 


Metals}8 


Rates of expansion of production varied more widely 
within the metals group than within any other group of com- 
modities (see table 53). The growth from 1937-1938 to 1956- 
1957 in output of specific metals ranged from a more than 
sixfold increase in aluminium to a 2.1 increase in manganese. 
The correlation between the rates of expansion of production 
and consumption, however, was much weaker for metals than 
for other groups. While production of copper rose four times, 
consumption increased by only 75 per cent. Output of lead 
expanded 3.4 times but consumption doubled. Similar differ- 
ences were apparent between the relative rate of expansion of 
prrence and consumption of tin, and there would probably 

many more instances of this type if data were available on 
output and consumption of rare metals. 


These divergencies between rates of expansion of producs 
tion and consumption were largely the result of strenuous 
efforts towards achieving a higher degree of self-sufficiency 
through diversification and extension of output of non-ferrous 
metals, on the one hand, and restrictions on consumption, 
on the other. Thus, almost one-half of the absolute increase 
in output of tin was used to improve foreign trade balances. 
As aresult, exports of this commodity to the rest of the world 
were equal in 1955-1957 to about 15 per cent of the apparent 
consumption, whereas before the war the apparent consump- 
tion exceeded output by about 50 per cent. In absolute terms, 
the net imports of 7.5 thousand tons in 1934-1938 were re- 
placed by net exports of 5.2 thousand tons. The changes in 
the relationship between output, consumption and trade were 
less pronounced for lead and copper, the two major metals 
imported in considerable quantities before the war. As indi- 
cated in table 53, the centrally planned economies remained 
net importers of these two commodities, although the share 


18 The discussion of changes in output and apparent consump- 
tion of non-ferrous metals is largely based on unofficial estimates 
for several centrally planned economies. In consequence, the 
data given in the text and in the tables should be considered as 
approximations indicating general tendencies rather than as 
exact magnitudes of change. 
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Table 53. Non-ferrous Metals: Apparent Consumption and Net Exports or Imports as Percentage of 
Apparent Consumption 
(Thousands of tons) 


5 Apparent consumption Net trade apparent consumption 
ease oat 1937-1938 1956-1957 1937-1938 1956-1957 1937-1938 1956-1957 
Aluminium 
Eastern Europe 
Less industrialized countries........... 4.2 —2.9 Paes mye zien 
More industrialized countries.......... 54.5 —5.7 — 26. ee ae 
TOTAL, EASTERN EuROPE 58.7 —8.6 —38.1 —14, —25. 
USSR Pere rere errr econ DileZ, 412.2 —5.5 67.8 —10.7 16.4 
ToraL, USSR AND EASTERN Europe 109.9 5 —14,1 29.7 - a 4 , 
(Chinag(main!| and) peer el eee terre 2.0 3 —2.0 0.7 — 100. oe 
TOTAL, CENTRALLY PLANNED ECONOMIES 111.9 SUL —16.1 30.4 —14.4 
Copper 
Eastern Europe . 6 
Less industrialized countries........... 42.6 —42.6 —38.9 — 100.0 —55. 
More industrialized countries.......... 101.7 — 82.7 —27.4 —81.3 —43.9 
TOTAL, EASTERN Europe 144.3 — 125.3 — 66.3 — 86.8 —50.1 
USSRe era ey ee ee eee re none 166.2 : —65.8 —2.3 —39.5 —0.6 
TotaL, USSR AND EASTERN EuroPE 310.5 542.1 —191.1 —68.6 —61.5 —12.7 
China (aamland) ener eae ee —2.5 —4.0 ee. 
TOTAL, CENTRALLY PLANNED ECONOMIES — 193.6 —72.6 
Lead 
Eastern Europe 
Less industrialized countries........... 33.0 —8.0 — 4.6 —24.2 —7.1 
More industrialized countries.......... 48.1 —30.1 — 43.7 —62.6 —52.8 
TOTAL, EASTERN Europe 81.1 — 38.1 —48.3 — 47.0 —32.8 
USS RAR Wun he kcrs cust paban cutie doe ees eS 247.0 —42.3 20.5 —37.7 8.3 
ToraL, USSR AND EASTERN Europe 193.4 394.3 — 80.4 —27.8 —41.6 —7.1 
Chima (ign). os asccocopnouencooce 6.1 : —4.6 5.0 — 75.4 38.8 
TOTAL, CENTRALLY PLANNED ECONOMIES 199.5 408.7 — 85.0 — 22.2 —42.6 —5.4 
Zinc 
Eastern Europe 
Less industrialized countries........... 5210 Sal 89.3 104.8 121.1 
More industrialized countries.......... Doro —47.4 —64.0 — 85.4 — 84.0 
TOTAL, EASTERN Eurore 108.1 (OU 25.3 (ca! 16.9 
USS Riper pee eect ee ore 82.7 336.2 —2.9 Zl —3.5 6.3 
TotaL, USSR AND EASTERN Europe 190.8 485.9 4.8 46.6 —2.0 9.6 
China (mainland) see pee tn aan sacs 1.4 rhe —1.4 — 100.0 
TOTAL, CENTRALLY PLANNED ECONOMIES 192.2 3.4 1.8 
Tin 
Eastern Europe 
Less industrialized COMMER. ocho one 2.8 —2.8 —4.3 — 100.0 — 100.0 
More industrialized countries.......... 5.6 —4.3 — 2.4. — 76.8 — 66.7 
TOTAL, EASTERN EUROPE 8.4 —7.1 —6.7 — 84.5 — 84.8 
USSR Seer eee etter ee emerson renee 13.0 —12.5 —8.] —96.2 —31.3 
Totat, USSR AND EASTERN Europe 21.4 —16.6 —14.8 —91.6 —43.6 
Chimaz(mainland earns eee oe oe eee 2.0 iba 20.0 605.0 666.7 
TOTAL, CENTRALLY PLANNED ECONOMIES 23.4 —7.5 ae —32.] 14.6 


Source: See table 52, and Metallgesellschaft Aktiengesellschaft, 
Metal Statistics, 1948-57 (Frankfurt am Main). phate 

Note: Since most of the centrally planned economies do not 
publish absolute figures of production and trade of non-ferrous 


of net imports in their apparent consumption fell from 62 to 
13 per cent for copper and from 43 to 5 per cent for lead. 


14 In absolute terms, from 1937-1938 to 1956-1957, consump- 
tion of copper fell from 194,000 tons to 73,000 tons and that of 
lead from 85,000 tons to 22,000 tons. Net exports of manganese 
ore declined from 548,000 tons to 386,000 tons, and from 35 per 
cent of consumption to 7 per cent, 


metals, the data given in this table are largely estimated. The 
degree of error involved is much larger in this table than in 
tables 48 to 52. 


Although the differences in the rate of increase in output 
and consumption of aluminium were much smaller than for 
other commodities, they were sufficient to replace the net im- 
ports of about 16,000 tons in 1937-1938 by net exports of 
30,000 tons in 1956-1957. The only commodity for which 
net imports from the rest of the world increased in absolute 
terms was iron ore, although the share of imports in total 
consumption declined from 5 per cent in 1937-1938 to 3 per 
cent in 1956-1957. 


Of the two essential metals for which the centrally planned 
‘conomies were net exporters before the war, output of zinc 

creased more than consumption and the net exports from 
he Soviet Union and eastern Europe to the rest of the world 
ose considerably, both in absolute amounts and in relation 
o consumption. The reverse was true with respect to man- 
zanese ore. 


Output and trade of metals of individual centrally planned 
»conomies were influenced both by the availability of natural 
resources and by the strenuous efforts towards achieving a 
aigh degree of self-sufficiency, not only for the area as a 
whole but for each country of the group. This policy resulted 
n bringing into exploitation low-grade deposits which, under 
lifferent conditions, would have remained unused, and was 
eflected in the considerable diversification of metal produc- 
‘ion of individual countries. 


Although eastern European resources of iron ore are mea- 
e and mostly of low ferrous content, their wide distribution 
ver the area permitted a considerable expansion of output 
in each country. In effect, output of iron ore increased in 
eastern Europe 2.2 times between 1937-1938 and 1956-1957, 
as compared with a threefold increase in the Soviet Union, 
despite the fact that most of the output of the latter country 
still consists of high-quality ores and that even the lower- 
ade ores mined in the Soviet Union are usually superior to 
high-grade eastern European ores. In mainland China the al- 
smost untapped resources permitted an even larger increase of 
sproduction—about five times. A somewhat similar develop- 
sment took place in the case of the two major ferro-alloys pro- 
educed by the centrally planned economies—manganese and 
«chromium ores—except that the rate of increase in output of 
these metals in the newly producing countries was consider- 
sably higher than in the traditionally large producer—the 
“Soviet Union.!5 
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Among the non-ferrous metals, the increase in output of 
aluminium was most spectacular in the less industrialized 
countries of eastern Europe where output before the war was 
negligible. Although disposing of over 15 per cent of known 
world reserves of bauxite, and being a substantial exporter of 
that ore, Hungary produced only 1.2 thousand tons of alu- 
minium before the war. In 1956-1957 aluminium production 
attained a level of 30,000 tons despite the lack of cheap elec- 
tric power. Romania seems to have started producing alu- 
minium from domestic raw material, while in Poland bauxite 
imported from Hungary, combined with domestic fuel re- 
sources, provided a basis for the development of an alu- 
minium industry. Aluminium production in mainland China, 
though still small in absolute terms, has developed rapidly in 
recent years. In the Soviet Union, where the level of output 
of aluminium was already fairly high before the war, output 
continued to advance rapidly although at a lower rate than 
in the countries mentioned above. On the other hand, in the 
more industrialized eastern European countries, output of 
aluminium hardly expanded from 1937-1938 to 1956-1957 
despite the newly created aluminium industry in Czecho- 
slovakia, based on imported ore. The recent growth of output 
in Czechoslovakia and Eastern Germany was not sufficient 
to offset the decline in Eastern German production which 
occurred during the immediate post-war period. 


Output of lead expanded at a higher rate in new production 
areas than in older producing countries. The highest rates of 
increase were achieved by mainland China, where the pre-war 


15 Qutput of manganese ore was particularly fostered in 
Bulgaria, Hungary and Romania, that of chromium ore in 
Albania, which is generally not included in this study because 
of inadequate supply of statistical information. In all these 
countries the size of the deposits is invariably lower than in the 
Soviet Union, although Albania became a major producer of 


chromite. 
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output was insignificant. The rate of expansion of output of 
eastern Europe was smaller, but its total output was, both 
before and after the war, many times greater than in main- 
land China. In turn, mining of lead rose in eastern Europe at 
a higher rate than in the Soviet Union, although smelter pro- 
duction was still lagging, particularly in Bulgaria, for hi of 
smelting capacity. i 


In contrast, the increase in output of copper, tin and, 
except for mainland China, zine appears to have been higher 
in the Soviet Union than in other areas. Although the de- 
velopment of copper mining progressed in some eastern Euro- 
pee countries, particularly in Eastern Germany, Poland and 

ulgaria, in recent years, copper reserves in this region are 
too meagre to su tod a great expansion of production. The 
situation was still less favourable in the case of tin, the only 
deposits of which are in Czechoslovakia and Eastern Germany, 
and even these are partly depleted. Similarly, despite the 
existence of sizable Hi osits of zinc, mainly in Poland, the 
growth of output was Limited by the continuous deteriora- 
tion of deposits.!® On the other hand, in the Soviet Union, 
the opening of new mines in the central Asian republics and 
other less developed areas laid the basis for swift growth of 
output. In effect, zinc output in this country appears to have 
increased since pre-war years 4.5 times, and the output of 
copper 4.1 times. In the case of tin, output, which was quite 
negligible in the Soviet Union before the war, was estimated 


at around 18,000 tons in 1956-1957. 


The changes in consumption in individual centrally planned 
economies were only loosely related to increases in output 
and, despite efforts to achieve a high degree of self-sufficiency, 
dependence on trade for specific metals increased consider- 
ably in most of them. 


In eastern Europe consumption of iron ore rose at a con- 
siderably higher rate than output; in effect, the area became 
a heavy net importer with as much as 63 per cent of consump- 
tion covered by imports. In the other two areas, the relation 
between expansion of production and consumption was re- 
versed. In consequence, the Soviet Union became a very con- 
siderable exporter of iron ore, with net exports amounting 
to as much as 14 per cent of its own consumption in 1956/57; 
however, this increase was insufficient to cover the rise in 
import requirements of eastern Europe. The increase in the 
dependence of eastern Europe on imports from the Soviet 
Union was only slightly less pronounced in the case of man- 
ganese ore, despite the fact that output erent at a higher 
rate. Eastern ee remained highly dependent on the 
Soviet Union for imports of ferro-alloy sits except in the 
case of chromium ore, which was supplied to an increasing 
extent by Albania. 


Consumption of all major non-ferrous metals rose in gen- 
eral at a lower rate than production, although the extent of 
the lag in consumption differed from country to country. 
Output of aluminium exceeded consumption in the less indus- 
trialized eastern European countries to a greater extent than 
in the Soviet Union. cee. however, the bulk of aluminium 
consumed in less industrialized eastern Europe, before the 
war, was imported, the decline in dependence on imports 
was only relative, while in absolute terms there was an in- 
crease in imports. Owing partly to war destruction in Eastern 
Germany, the more industrialized group of countries became 
more dependent on imports of aluminium. Again, however, 
the increase in the deficit of these two areas was covered by 
imports from the Soviet Union, which had expanded its net 
exports sufficiently to become, in addition, a substantial ex- 
porter to the rest of the world. 


16 Jt should be noted that, although output of smelter zinc in 
Poland rose between 1937 and 1957 by 48 per cent, in the latter 
year it was still below the level of 1913, despite the increase in 
imports of zinc concentrates in the recent years. 
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Similar changes took place in the case of lead, apart from 
the fact that in 1956-1957 import surpluses of eastern Europe 
exceeded the combined net exports of the Soviet Union and 
mainland China. Net imports of copper declined in eastern 
Europe, both in absolute amounts and in relation to apparent 
consumption, although they still represented 50 per cent of 
requirements. In the Soviet Union, howeren net imports fell 
from about 40 per cent in 1937-1938 to less than one per cent 
in 1955-1957. This change would be much smaller if imports 
of alloyed copper and copper wire were considered, which are 
only partially included in the data reproduced in table 53. 
The Ae of net imports of tin in apparent consumption also 
declined in eastern Europe, athe this change was exclu- 
sively the result of increases in output of Czechoslovakia and 
Eastern Germany, while total consumption of the less indus- 
trialized countries of eastern Europe continued, as before the 
war, to be covered entirely from imports. In the Soviet Union 
the increase in output in relation to consumption was much 
greater, and its net imports declined both in absolute and 
relative terms. The considerable net imports of eastern Europe 


and the Soviet Union, which still amounted to about 15,000 
tons in 1956-1957, was entirely covered by the considerable 
rise in export surpluses of mainland China. 


It should be added that of all major non-ferrous metals, the 
only commodity available for export in both eastern Europe 
and the Soviet Union was zinc. Though exports from Poland 
of zine slabs and sheet rose between 1937-1938 and 1956— 
1957 by only 36 per cent,17 this increase was more than sufh- 
cient to cover the expanded import requirements of the other 
eastern European countries. During the same period the 
Soviet Union turned from a net importer into a net exporter 
of this commodity. Nevertheless, the Soviet Union continues 
to be a substantial importer of zinc from Poland, whose ex- 
ports are mostly directed to eastern European countries. In 
contrast, most of the Soviet zinc exports are taken by the 
countries outside of the group of centrally planned economies, 


17 Including zine produced from imported concentrates, part 
of which, however, is supplied by Bulgaria. 
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Chapter 5 


RECENT TRENDS IN INDUSTRIAL COUNTRIES 


The year 1958 was characterized by economic decline 

- and recovery for the industrial countries. The boom pre- 
ceding the decline had begun in 1954 for the group of 
industrial countries as a whole, and had reached its 
peak before the close of 1957. The fall in production in 
the last quarter of 1957 and the first half of 1958 was 
largely the result of a sharp recession in North America, 
although lesser declines in economic activity were also 
recorded in some of the western European countries 
and in Japan. Notwithstanding a partial recovery in the 
second half of 1958, average production for the year 
| Was slightly lower than in 1957, as shown in table 54. 


The economic upswing had been based primarily on 
large-scale investment in fixed assets and a rapid growth 
of private expenditure on automobiles and other dura- 


ble goods. Unlike the Korean boom, no part was played 
in the process by rising government expenditure. On 
the contrary, it was the levelling off or decline in gov- 
ernment expenditure as the Korean conflict ended that 
released resources for use in the private sector. In some 
countries, however, exports rather than domestic éx- 


penditure provided much of the impetus to higher 


activity. 


Table 54. Industrial Countries: Gross National/Product and its Major Components* 
(At constant prices; as percentages of 1955 gross national product) 
Fized investment 7 
2 - - - Exports and imports of 
G s tdentia achiner: 00! a e. L Ss 
andvenel Personal Government pee oe a 4 Change in Paton B and ets 
Year product consumplion expenditure Total struction equipment insentories Balance Exports Imports 
MP Oc «2 100.0 66.5 13:3 18.2 4.3 7.9 hess) 0.3 10.1 —9.8 
mepGL Ss . : 103.2 69.1 13.4 19.0 4.2 8.7 1.4 0.3 11.0 —10.7 
5 a A 105.5 710 13.7 19.3 4.1 Sal 0.8 0.6 WL) —11.3 
33 104.6 71.6 14.2 18.6 4.1 Ue —0.1 0.2 11.6 —11.5 


Source: United Nations Bureau of Economic Affairs, based on 
replies of Governments to the United Nations questionnaire of 
November 1958 on economic trends, problems and policies; 
Organisation for European Economic Co-operation, General 
Statistical Bulletin (Pari), and national sources. 

Figures for 1958 in this chapter are preliminary estimates of 
Governments or of the United Nations Bureau of Economic 


Affairs. 


* Including Denmark, Federal Republic of Germany, France, 


The behaviour of private consumption of durable 
goods and of business fixed investment goes a long way 
towards explaining the strength and duration of the 
boom in the various industrial areas. In western Europe, 
where there was a relatively greater backlog of demand 
for durable consumer goods and for industrial equip- 
ment than in Nor merica, the upward phase of the 
cycle Tasted considerably longer—for about five years 
from the early months of 1953 until the end of 1957. 
During this period industrial production rose about 40 
per cent, and the volume of imports and exports ad- 
vanced in about the same proportion. In North Amer- 
ica, on the other hand, the boom was of considerably 
shorter duration—from mid-1954 to mid-1957. The 
growth in industrial production during this period was 
less than 20 per cent, and between the production peaks 
of 1953 and 1957 only 6 per cent. Similarly the United 


States market for goods from abroad was less than 10 
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Italy, Netherlands, Norway and the United Kingdom in western 
Europe; and Canada and the United States in North America. 
Calculated, except for Canada, on the basis of purchasing power 
parities, as established for the purposes of table 32 of Organisa- 
tion for European Economic Co-operation, Comparative National 
Products and Price Levels, Milton Gilbert and Associates (Paris, 
1958). Data for Canada included on the basis of the official 
exchange rate. Exports and imports of goods and services repre- 
sent the sum of the figures for the individual countries. 


per cent larger in the first half of 1957 than in the cor- 


The boom was brought to an end largely as a result 
of a weakening in the two components of demand on 
which it had been mainly based, as shown in table 55. 
There were important differences between western 
Europe and North America in the timing and degree 
of slackening in demand, which throw some light on 
variations in the amplitude and duration of recession 


in the two areas. In North America consumer expendi- 
ture on durables declined steeply as early as 1956, 


chiefly because of a sharp drop in automobile sales fol- 
lowing the exceptionally large number of cars sold in 
the previous year. The volume of consumption of 
durables remained unchanged in 1957 but underwent 
a further steep decline in 1958. In western Europe, 
on the other hand, except for a pause in 1956, con- 
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sumer expenditure on durable goods, especially motor- 
cars, continued to rise throughout this period. Similarly 
the slackening in business fixed investment, which was 
brought about principally as a result of a growing gap 
between productive capacity and demand, occurred 
earlier in North America and was considerably more 
severe than in western Europe. The difference between 
the behaviour of these two components of final demand 
largely explains the much heavier inventory liquidation 
in North America than in western Europe and Japan 
during 1958, with the adverse repercussions on indus- 
trial production shown in the following table: 


Industrial production, 1955-1958 


(Percentage change from preceding year) 


1955 1956 1957 1958 
otal ns pai k is ae 11 4 3) —3 
Western Europe*..... 9 5 5 2 
North America....... 12 3 1 —7 
JAPA 5852958 wisnene 5s 8 22 18 _ 


Source: Statistical Office of the United Nations and Bureau of 
Economic Affairs; Organisation for European Economic Co- 
operation, General Statistical Bulletin. 

® OEEC member countries. 


Table 55. Western Europe and North America: 
Gross National Product, Gross Fixed 
Investment and Consumption 


(At constant prices; percentage change compared with 
preceding year) 


Region and item 1956 1957 1958 


Western Europe* 
Gross national product....... 
Gross fixed investment....... 
Residential construction. . . 
Machinery and equipment. . 
Personal consumption. ...... 
Durable consumption...... 
North America» 
Gross national product....... 
Gross fixed investment....... 
Residential construction... —9 
Machinery and equipment.. 11 
Personal consumption....... 3 
Durable consumption..... . —4 


mw Bncdow-~ap 
MAAN NANeeEDhd 


| mwa! EF NOP 


| 

| 
bo 
a 


—8 
Source: See table 54. 
* Data for Denmark, France, Federal Republic of Germany, 
Italy, Netherlands, Norway, Sweden and the United Kingdom 
combined on the basis of 1954 prices and exchange rates. 


> Data for Canada and United States combined on the basis of 
1954 prices and exchange rates. 


Two features of the North American recession in 
1958, which were not generally foreseen, have occa- 
sioned much comment. One was the shortness of the 
recession and the abruptness with which the curve of 
production changed direction during the second quar- 
ter of 1958. The other was the exceptional gold outflow 
which accompanied the recession in the United States, 
in sharp contrast to fears of adverse repercussions, 
based upon experience in some of the inter-war reces- 


sions and in 1949, 


Both these developments will be the subject of more 
detailed consideration below. Here it may simply be 
noted that the rapid rebound from the recession was 
due mainly to the fact that the public sector provided 
consideraiiy uate Sips ae 
been anticipated. This was not only because of govern- 
mental action taken with the deliberate intention of 
arresting the downturn but also on account of in- 
creases in government expenditure for other reasons 
which nevertheless helped to reverse the decline. How- 
ever, since the Government’s deliberately anti-reces- 
sionary measures were taken in the knowledge of what 
other government expenditures would be, it is impos- 
sible to draw any conclusions as to the extent to which 
anti-recession policy as such was specifically responsi- 
ble for the recovery. 


Early in 1959, business activity continued to recover, 
and it was expected that production in 1959 would be 
above the level of 1958. Despite this, there appeared to 
be grounds for some concern about the vigour of the 
current phase of expansion, since available indications 
were that under-utilization not only of equipment but 
of labour as well was likely to persist for some time, 
especially if existing fears of price increases were to 
lead to new restrictions on demand, 


The outflow of gold from the United States in 1958 
was accompanied by growing discussion of “‘dollar 
weakness”. There is no doubt that western Europe’s 
productive capacity—and hence its ability to supply 
goods for export—has grown considerably in relation 
to that of North America in recent years; export capac- 
ity has expanded particularly during the past two years 
since the pressure of western Europe’s internal boom 
has abated. Nevertheless the main developments in the 
United States balance of payments in 1958 can be ex- 


plained without reference to any deterioration i 


competitive power of the United-States:still_less is 
thesia aera cermiieeet flight from the 
dolfar. The main difference between the recession of 
1958 and those of 1949 and 1954, in the present con- 


text, was the fact that in 1958 output and demand in 
western Europe slackened at the same-time-as-the_re- 


cession was developing in Tica instead o 


continuing to rise as on previous occasions. The most 
important singlé factor in the balance of payments de- 
velopments of 1958 was the very sharp drop in United 
States exports, reflecting not only the weakening of 


demand in Europe but also the return to more normal 
channels of trade at the end of the Suez crisis. 


The strength of western Europe’s balance of pay- * 


ments position in 1958 was therefore achieved at the 
cost of a slowing down in business activity. It also had 
serious implications for the under-developed countries 
since a decline in western Europe’s impo and was 
superimposed upon the weakening in North American 
demand, with adverse repercussions on commodity 


prices; this situation contrasted with that in 1954 when 
SSS ee 
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‘he rise in western Europe’s output and demand for 
mports Kad served to offset the effects of the slowdown 
n the United States. ile the rise in production ex- 
nected throughout 1959 implied some degree of recov- 
ery in trade, fears were being expressed in a number of 
ndustrial countries—including even those in the 
strongest foreign exchange positions—about the pos- 


sibility of unfavourable developments in the balance of 
payments if the pace of the upturn quickened. There 
consequently appeared to be some danger that balance 
of payments considerations, combined with the desire 
to avoid price increases, might give something of a 
deflationary bias to government policy during the cur- 
rent period of recovery. 


Recession and recovery in North America 


For North America the 1957/58 recession repre- 
sented the third post-war economic setback, the pre- 
seding two downswings having taken place in 1948/49 
and 1953/54. In Canada industrial production, on a 
seasonally adjusted basis, reached its peak in the last 
quarter of 1956; thereafter it declined at a relatively 
slow pace until the end of the year, when the index of 
eroduction was about 7 per cent lower than in Decem- 
oer 1956. There was no continuous recovery in aggre- 
zate demand in the course of 1958; a moderate revival 


in industrial production in the first five months was 
followed by a setback in the middle of the year and by 
a renewed recovery in the last quarter of 1958. For the 
year 1958 as a whole gross national product, in real 
terms, was slightly above the level of the preceding 
year, as shown in table 56. Even this increase took 
place exclusively in the farm sector; the volume of non- 
farm production remained unchanged from the” pre- 
vious year. 


Table 56. North America: Gross National Product and its Major Components, 
by Country 


(At constant prices; as percentages of 1957 gross national product) 


Exports and imports of goods 


Gross Personal  Govern- Fized and services 
national con- ment con- _ invest- Change in 
Region and year product sumption sumption ment inventories Balance Exports Imports 

North America* 

56s Seeks soo. 98.8 64.1 15.9 ee? es 0.2 6.4 —6.2 

19S Peres vers oe et 100.0 65.6 16.3 172 0.3 0.6 6.9 —6.3 

gt ee eee 97.5 65.6 17.0 15.9 —0.9 —0.1 6.2 —6.3 
Canada 

TOG ae es en eee 100.2 63.7 13.5 25.0 2.6 —4.5 20.3 —24.9 

NOS Tears. Sexe 100.0 64.5 1322 26.2 0.3 —4,.2 20.4 — 24.6 

Sat ee er. et 100.8 65.9 13.6 24.8 —l.1 —2.5 AAO —23.1 
United States 

NOS Gest is 2heie 98.7 64.1 16.1 16.6 1.4 0.6 5.4 —4.8 

(LYS ie Pere a eae 100.0 65.7 16.5 16.5 0.3 0.9 5.9 —5.0 

OS Rae ee ee 97.3 65.6 Ne? 15:3 —0.9 — Dall —5.1 
Naa 


Source: See table 54. Figures have been adjusted to conform, as far as possible, to the OEEC system of 


national accounts. 
aSee footnote b to table 55. 


In the United States the fall in industrial production 
did not start until September 1957, but it proceeded at 
a much faster pace until April 1958; During this period 
of eight months industrial production declined by about 
13 per cent and total employment outside agriculture 
by about 2.5 million, after allowing for seasonal factors. 
The recovery in production after April 1958 was also 
fairly rapid and by the end of the year most of the 
sround lost in industrial production had been regained. 
[he recovery was not, however, rapid enough to in- 
crease the demand for labour to the pre-recession level, 
and this, together with the normal growth in the labour 
force meant that unemployment remained relatively 
nigh. Gross national product rose after the first quarter 
of 1958 in line with the advance in industrial produc- 


tion, and by the fourth quarter of the year it reached a 
level less than one per cent lower than the pre-recession 
peak. For the year as a whole, however, total output 
was about 3 per cent lower in volume than in 1957 (see 
table 56). Production continued to rise in the early 
months of 1959 and by March the index of industrial 
production was slightly higher than the previous peak. 


MAJOR FACTORS IN THE RECESSION 


Although a number of factors combined to bring 
about the 1957/58 recession in North America, the 
primary one among them was a decline in fixed invest- 
ment activity, and especially in business investment. 


It will be shown below that, whereas in Canada the 
business recession followed very closely upon a weak- 
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ening in fixed investment demand, in the United States 
there were special supporting factors which helped to 
maintain the volume of aggregate demand for some 
time. It was the existence of these special factors that 
was largely responsible for the fact that, although the 
boom in business investment was relatively short-lived 


a ac aL LR 
and production did not set in until some time after 
the recession had started in Canada. 

so ae eee 


Economic expansion in North America after the 


1953/54 recessis on id growth 


Table 57. 


in durable consumption and fixed investment. However, 
the phase of rapid expansion virtually came to an end 
in the United States as early as the latter part of 1955 
when there was a fall in the consumption of durables 
and in residential construction. Car sales, as noted pre- 
viously, reacted to the abnormally high level of sales 
earlier in the boom, while investment in housing was 
adversely affected by restrictive credit policy. There 
was only a very modest advance in aggregate demand 
in the last phase of the expansion, which lasted through- 
out 1956 and the first eight months of 1957. 


United States: Changes in Final Demand and its Components, 


1956 and 1957 


(Billions of dollars at 1954 prices, seasonally adjusted, at annual rates) 
ee ee ee 


1955 
Item 

Second 

Uf 
Personal consumption.............. 260.8 
Durable: eo0ds yaa sts Aetelons 40.7 
Non-durable goods............... 127.8 
SELVICES sch eee ee cater 92.3 
Eixedmimves tine tm renee rere rater 58.0 
Residential construction.......... 17.9 
Othemconstruchionprere eerie 16.0 
Producers’ durable equipment... . . 24.0 
Government consumption........... 73.0 
INetrexportybalance me ierrct terete IO 
Woraletinalydemand aeereete eee 392.8 


Change from preceding period 
1956 1957 
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Source: United States Department of Commerce, Office of Business Economics, United States Income and 
Output, A Supplement to the Survey of Current Business (Washington, D. C.). 


It can be seen from table 57 that from the beginning 
of 1956 the volume of fixed investment activity in the 
United States stagnated at a level slightly lower than 
that attained in the second half of 1955. Business in- 
vestment lost most of its upward momentum in the 
course of 1956 and began to decline in the early months 
of 1957. Even in 1956 the increase in business fixed 
investment was not quite sufficient to offset the decline 
in residential construction. Thus total fixed investment 


demand played a neutral or mildly contractionist role 
in the economy throughout a relatively lengthy period 


prior to the recession. 


At the same time, personal consumption, which like 
fixed investment had played an important part in the 
expansion of demand during the early phase of the 
boom, ceased to be a buoyant factor in the economy 
thereafter, Although consumption continued to grow, 
the rise throughout-most-of thisperiod-was propertion- 
ately less than the increase in personal disposable in- 
come because of the slackening in consumer expendi- 
ture on durables. 


The two buoyant components of final demand! dur- 


1 For convenience, the term “final demand” is used to signify 
gross national expenditure less changes in inventories. 


ing the last phase of expansion were exports and govern- 
ment consumption. Exports were stimulated by a sub- 
stantiat increase in the disposal of surplus agricultural 
products, by an expansion of demand in western Eu- 
rope, Canada and Japan, and by the interruption of the 
regular channel of supplies of petroleum to western 
Europe during the closing of the Suez Canal. The rise 
in public expenditure was brought about largely by an 
increase in defence procurements after the middle of 
1956. In view of developments in fixed investment and 
personal consumption, it would appear quite probable 
that, but for these two special supporting factors—ex- 
ternal demand and public expenditure—the recession 
in aggregate demand and production might have set in 
earlier than September 1957. 


In the second half of 1957, however, these two com- 
ponents of demand also lost their expansive character. 
Following the clearing of the Suez Canal and a slowing 
down in the pace of expansion in the other industrial 
countries, there was_an reCcl ine in the vol- 
ume of exports and in the foreign balance after the 
middle of 1957. There was also a more moderate fall in 
the volume of government consumption since the re- 
duction in the level of defence expenditure more than 
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ffset a continuing rise in State and local government 
‘onsumption,. 


A more persistent and what proved later to be a con- 
iderably more serious factor in the decline of final 
lemand, however, was the fall in business investment 
ifter the third quarter of 1957. Productive capacity in 
ndustry, which had not been fully uthzed even during 
he peak of the boom in 1955, continued to expand 


apidly in the latter stages of the exparision despite the ~ 
ae : 


lower increase in the-vohmme-ofinvestment. [his was 
partly the result of the completion of the many invest- 
nent projects initiated earlier in the boom. At the same 
ime there was, as noted earlier, only a very moderate 
merease in the volume of demand and production. As 


Chart 15. 


a result, the gap between the capacity of productive 
equipment and the actual level of production in in- 
dustry continued to widen (see chart 15). In these cir- 
cumstances the volume of business investment, which 
had risen relatively moderately in the course of 1956, 
levelled off in the early months of 1957 and turned 
downward in the last quarter of the year.2 The decline 
in this component of demand accelerated during the 
first half of 1958 and continued until the third quarter 
of the year, at which time the total value of business 
expenditure on plant and equipment was running at a 
level more than 20 per cent below the peak attained in 
the third quarter of 1957, the comparable decline in 
the manufacturing sector being as high as 34 per cent. 


Manufacturing Capacity* and Production” in the United States 


(Indices, 1953 = 100) 


130 


120 


N10 


90 


1953 1954 1955 


A=Production 
B=Capacity . 3 
Source: “Business Plans for New Plant and Equipment 


1956 1957 1958 


, 12th Annual McGraw-Hill Survey, April, 1959; Board of Governors of the 


Federal Reserve System, Federal Reserve Bulletin (Washington, D. C.). 


* End of period. 
> Seasonally adjusted. 


The weakness in final demand during the first three 
quarters of 1957 was reflected in a decline in the vol- 
ume of new orders and a diminishing backlog of unfilled 
orders in manufacturing industries, especially in the 
durable goods sector. The emergence of uncertainty 
about future sales and business prospects was accom- 
panied by a considerable reduction in the rate of inven- 
tory accumulation during this period. The subsequent 


fall in the volume of manufacturers’ inventories was 
caused largely by a worsening of business expectations 
which accompanied the decline ir final ‘demand-and-a 
decrease in defence orders after the middle of 1957-It 


2 For a detailed analysis of the factors underlying the develo - 
ment of excess capacity in industry, see United Nations, World 
Economic Survey, 1957 (sales number: 58.11.C.1), pages 158 
to 164. 
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can be seen from table 58 thatliquidation of invento- 
ries was statistically the largest single factor in the fall 
in gross national product during the recession. The 
process of inventory liquidation assumed unusually 
large proportions in the first half of 1958 and contin- 
ued, though at a progressively slower pace, until the 
last quarter of the year. 


The faster rate of inventory liquidation, as compared 
with the 1953/54 recession, was due partly to the higher 
level of stocks held by manufacturers in relation to 
sales at the beginning of the recent recession. Equally 
important was the relatively greater uncertainty as to 
the future prospects for the sale of durable consumer 
goods and for business investment, the latter due 
largely to the extent of excess capacity prevailing in 
industry. Inventory liquidation was indeed closely re- 
lated to the decline in the components of final demand 
noted earlier. The reduction in inventory holdings by 
the manufacturers of machinery, aircraft and automo- 
biles, in fact, accounted for over one-half of the total 
decline in business inventories. 


The decline in final demand ceased in the second 
quarter of 1958, since the continued fall in fixed invest- 
ment was now more or less offset by a rise in public 
and private consumption, while the export balance re- 


mained unchanged. Final demand took a sharp upward 


turn in the second half of 1958 owing largely to a re- 


covery in residential construction, and a further in- 
crease in public and private consumption. These de- 
velopments, explained below, were accompanied by an 
improvement in business expectations and consequently 
by a slowing down, after April, in the rate at which 
stocks were being reduced and ultimately by a shift to 
some replenishment of inventories at the end of the 
year. Industrial production began to recover in May 
and continued to expand during the remainder of the 
year. 


In Canada, where the boom in business investment 
was nfore vigorous and of longer duration, fixed invest- 
ment continued to rise rapidly until the end of the first 
quarter of 1957. This relatively long period of expan- 
sion in fixed investment took place despite a steady fall 
in residential construction activity after 1955. The sub- 
sequent fall in business investment after the first quar- 
ter of 1957 continued until the end of 1958 and was the 
major depressing factor in the economy during most of 
1957 and 1958. Total fixed investment declined until 
the end of 1957 but levelled off in 1958 as a result of a 
rapid rise in residential construction. The weakness in 
fixed investment _activity was, as in the case of the 
United States, accompanied by an appreciable slowing 
down in the rate of accumulation of non-farm business 
inventories during the first three quarters of 1957 and 
subsequently by a liquidation of such stocks—a proce: 
which lasted until the middle of 1958. 


a process 


The contraction of demand in*Canada was, however, 
relatively moderate compared with that in the United 
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States. This was largely owing to the slower fall in fixed 
investment. Residential construction recovered after 
the first quarter of 1957, and not only was the rate of 
decline in business investment ona smialter-scale,_but 
the main impact of the fattin demand for machinery 
and equipment was on domes- 


tic shipments. Similarly, part of the decline in con- 


sumer expenditure on durables and of the liquidation 
of inventories in the iron and steel industries was re- 
flected in a fall in imports. Since exports were main- 
tained at the level of the preceding year, there was an 
improvement in the foreign balance in 1957. 


Despite a steep rise in government expenditure on 
goods and services in 1958 and a rapid increase in resi- 
dential construction, which together more than offset 
the fall in fixed business investment after the first quar- 
ter of the year, there was only a very moderate recovery 
in aggregate demand in 1958; This was due onty-i part 
to the heavy reduction of stocks of domestically pro- 
duced goods in the first half of the year. Equally im- 
portant was the fact that the proportion of personal 
disposable income deyoted to consumption, which had 
risen in 1957, declined sharply in the first three quar- 
ters of the year, thereby tending to slow down the ex- 
pansion in demand and production. Exports were gen- 
erally again maintained at the level of the preceding 
year and, since imports were lower than in 1957, there 
was a further improvement in the foreign balance. 


DOMINANT ROLE OF THE PUBLIC-SECTOR 
IN THE RECOVERY 


The most important factor which helped to put a 
brake on the forces of contraction in both Canada and 
the United States during the recent recession was the 


-expansive behaviour of the public sector. It will be 
shown below that in the United States the difference 


between the behaviour of the public sector in the 1953/ 
94 and the 1957/58 recession provides much of the 
explanation for the relatively shorter duration of the 
latter downturn despite the fact that the contractionist 
forces in the private sector—in particular those repre- 
sented by the decline in fixed investment demand— 
were of greater dimensions and possessed a more per- 
sistent character in 1957/58. The main reason for the 
difference in behaviour was the sharp decline in de- 
fence sxpenditures i 1033 /34¢his scant that even 
though substantial support to the economy was given 
by other governmental measures at that time, notably 
a reduction in taxes, the over-all effect of the public 
sector on the economy was deflationary. In 1957/58, 
on the other hand, the public sector was a focal point 


of strength in the economy and _provided-a-consider- 
able stimulus to demand. 


In Canada residential construction was stimulated 
by the @8vernment through the relaxation of minimum 
requirements for loans under the National Housing 
Act and expanded provision of mortgage funds. 
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‘qually important was the stimulus provided by the 
sublic sector to personal income and consumption by 
creasing pensions, family allowances and veterans’ 
ayments, extending the period during which seasonal 
enefits could be collected under the Unemployment 
surance Act and reducing personal tax rates. Public 
»xpenditure rose throughout 1957 and 1958 as a result 
of higher wage and salary rates paid to government 
‘mployees and an increase in outlays on educational 
sacilities, highways and other capital projects. 


The expansive role of the public sector during the 
1957/58 recession and the first three quarters of 
‘ecovery has been equally significant in the United 
States, despite the fact that personal tax rates were not 
~educed as in Canada. Measures initiated specifically to 
elp reverse the decline in production and to stimulate 
‘he expansion of demand consisted largely of a progres- 
sive reduction in rates of interest, an easing in credit 
conditions and a number of important steps taken to 
encourage residential construction. The decision to 
ccelerate federal construction projects already under 
ay and to speed up projects supported by federal 
financial assistance may also be placed under this 


theading.* 


A number of other measures which also gave buoy- 
ancy to the economy were not attributed by the 
‘Government primarily to considerations relating di- 
‘rectly to the recession. The most important of these 
‘were an accelgration in defence procurements and a 
rise in federal defence orders in line with national 
security policy. Similarly, a rise in the pay of govern- 
ment employees, increased benefit payments under the 
old-age, survivors and disability system, and a tem- 
porary extension of the period of entitlement to unem- 
ployment benefits, designed primarily to mitigate 
special hardships experienced through loss of employ- 
ment, fall in this category. 


The public sector also exercised an important sus- 
taining influence through the well known “built-in 
stabilizers”; unemployment compensation payments 
increased and personal tax obligations declined more 
than in proportion to personal incomes.‘ An important 
chance factor was the appreciable increase in govern- 
ment outlays for the support of agricultural prices, 
owing to the bumper crop of 1958. The elements of 
final demand directly affected by government opera- 
tions were residential construction, public expenditure 
on goods and services and personal consumption, and 
these will now be reviewed in turn. 

s 
Residential construction 

It has already been noted that the decline in resi- 

dential construction after 1955 had been an important 


3 Other measures with a similar pare included, increased 
lending by the io) caus ork Bank and the SmalfBusiness 
Administration, and a speeding-up of payments of income tax 
refunds. ; 

4 Since personal incomes fell only slightly, the effect of declin- 
ing personal tax obligations was very small. 


factor in weakening fixed investment demand during 
the last phase of the boom. Successive reductions took 
place in Federal Reserve discount rates after October 
1957 and credit conditions’ were generally eased. At 
the same time the Government took a number of direct 
measures to revive residential construction activity. 
These included the towering of minimum down-pay- 
ment requirements on loans insured by the Federal 
Housing Administration, releasing funds for the 
purchase of mortgages by the Federal National Mort- 
gage Association, and the reduction of minimum down 
payments and adjustment of allowable discounts on 
Veterans’ Administration guaranteed loans. 6 


These measures were important in reviving resi- 
dential construction, after a lag of a few months. 
Housing starts which had already dropped to about one 
million units in 1957 and had declined a little further 
early in 1958, recovered in March and thereafter rose 
rapidly, so that by the end of the year starts were being 
made at an annual rate of over 1.4 million units on a 
seasonally adjusted basis. The increase in housing 
starts under the Federal Housing Administration pro- 


gramme accounted for about 80 per cent of the total 


rise in starts in 1958 as compared with the preceding 
year. This had a favourable influence on the inventory 
policies of producers and distributors of building 
materials and was, after May, reflected in a rapid 
increase in the volume of expenditure on residential 
construction (see table 58). 


Table 58. United States: Gross National Product 
and Components, Third Quarter of 1957, and 


Changes During Recession and Recovery 
(Billions of dollars at 1954 paces, seasonally adjusted, 
a 


at annual rates) 
Trough Recovery 
1958 1958 
Item Peak First Fourth 
1957 quarter quarter 
Third (change from (change from 
quarter peak) trough) 
Personal consumption..... 252.9 ==6.2 7.6 
Government consumption.. 74.1 1.8 5.0 
Fixed investment.......... 56.1 —5.1 1.6 
Residential construction.. 15.2 On; 2.5 
Other construction...... 16.9 —0.7 —0.7 
Producers’ durable 
eqeipmientis tn ates 24.0 —4.6 = Ub 
Net export balance........ ail —3.3 —1.3 
TOTAL FINAL DEMAND 406.8 —12.8 12.9 
Changes in inventories... .. 2.3 —3.8 7.3 
GROSS NATIONAL PRODUCT 409.1 —21.6 20.2 


Source: Economic Report of the President, January 1959, and 
United States Department of Commerce, Survey of Current 
Business (Washington, D. C.). 


5 The Federal Reserve discount rate was first lowered from 312 
per cent to 3 per cent in mid-November 1957, and three further 
reductions brought the rate down to 1% per cent by May 1958. 
Moreover, the Federal Reserve authorities reduced reserve 
requirements on three successive occasions in February, March 
and April 1958, and provided additional funds for bank reserves 
through open market operations. 

6 For full details of these and other measures taken by the 
Government to encourage residential construction, see Economic 
Report of the President (Washington, D. C., January 1959), 
pages 37 to 39. 
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Public consumption 


A paramount part in sustaining the level of final 
demand during the recession was played by the rise in 
government expenditure on goods and services, which 
preceded the recovery in housing investment. It can 
be seen from table 58 that this category of expenditure 
was the only major component of demand which ex- 
panded i course of the recession. Equally im- 
portant, however, was the expansive role of public 
consumption after the upturn in production during 
the last three quarters of 1958. 


Federal expenditure, after a moderate decline in the 
last quarter of 1957, rose steadily throughout 1958. 
Purchases of non-defence goods and services rose at an 
annual rate of about $3 billion from the first to the 
fourth quarter of 1958, largely on account of a big 
increase in payments under agricultural price support 
programmes, owing to the bumper crop of 1958. 
Expenditure on national defence increased at an annual 
rate of about $1 billion during the same period. There 


was also an appreciable advance in State and local 
purchases of goods and services, continuing the long- 
run growth trend in this category of expenditure; a 
significant increase occurred in expenditure for educa- 
tion and for the construction of highways and other 
facilities, stimulated by the acceleration of grants-in- 
aid received from the Federal Government. 


Over and above these increases in public expenditure 
on goods and services there was a sharp acceleration 
of defence orders in 1958—following the slowdown in 
orders prior to the recession—which also imparted 
considerable buoyancy to the economy through its 
impact on business expectations and inventory policies. 
New orders for defence goods rose from an annual rate 
of $12 billion in the second half of 1957 to an annual 
rate of $22 billion in the first half of 1958. The immedi- 
ate effect of this rise was not so much to increase the 
level of government expenditure as to slow down and 
eventually halt the liquidation of inventories by 
defence,comiiactorss © a0. = fas ae 


While complete data on the effect of changes in 
defence orders upon inventories are not available, it is 
noteworthy that in the transport sector excluding 
motor vehicles, the great bulk of the output of which 
consists of defence materiel, inventories were reduced 
by some $700 million from September 1957 to April 
19587—an amount which corresponds to nearly 20 
per cent of the total fall in business inventories during 
that period. The liquidation in this sector ceased after 
April, thereby contributing to the slowing down in the 
rate of inventory decumulation in the economy as a 
whole. Since the changes in government defence 
orders also affected other sectors of the economy, and 
since the movements in inventories in defence plants 
must have had significant repercussions upon inven- 


7 On a seasonally adjusted basis. 


tories held in other industries, it will be evident that 
government policy had a very considerable impact 
upon the inventory fluctuations o an : 


Personal consumption 


The third important component of final demand 
which was strongly influenced by government opera- 
tions was personal consumption. Although personal 
income and expenditure fell during the recession, the 
extent of the decline was effectively cushioned by the 


Government. The repilienee of persone) ae 
during the recession exercised an important influence 
in preventing the downturn from gaining momentum 
and in bringing it to a halt in the second quarter of 
1958. Moreover, the growth in personal incomes and 
consumption after the recession, which helped in 


accelerating the pace of recovery during the rest of the 
year, was similarly stimulated by the public sector. 


It is true that some of the factors responsible for the 
favourable behaviour of personal incomes and con- 
sumption during the recession and recovery period 
were not directly related to government operations. 
Particularly significant among these was a rise_in wage 
rates and hourly earnings, accompanied by a fall in the 
share of prohts in total private product; this helped to 
moderate the adverse effect of the decline in production 
and employment on consumption. Other favourable 
factors affecting personal incomes and consumption 
during the recession were the relative stability in 
dividend payments, despite the steep decline in prohits, 


and the increase. rsonal dis- 


posable income devoted to consumption. — 


Equally important in determining the trend of 
personal incomes and consumption, however, were the 
built-in stabilizers. It can be seen from table 59 that 
between the third quarter of 1957 ter 
of 1958 the increase in government transfer payments’ 
and, to a much lesser extent, the fall in personal tax 
obligations together offset over 45 per cent of the 
decline in the private wage and salary bill. It was 
largely as a result of the operation of these two 
stabilizers—although the increase in government 
salary payments and in incomes of farm proprietors 
also contributed to it—that, despite_a_fall of $7.3 
billion, at an annual rate, in the private wage and salary 
bill” and $1.1 billion in business and professional 
income, personal disposable—income dropped only 
$2.6 billion during this period. - 


Government transfer payments also helped to 
strengthen the recovery movement after the upturn in 
production. The value of these payments rose in the 
second and third quarters of 1958 and declined only 
moderately in the last quarter of the year. The growth 
in transfer payments after the recovery had started was 
due partly to legislation enacted in June 1958 tempo- 


8 Including an increase in benefits under the old-age, survivors 
and disability system. : 
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rily extending the period of entitlement to unem- 
loyment benefits. It can be seen from table 59 that 
‘he increase in transfer payments accounted for over 
me-fifth_of the rise in personal disposable income 


petween the first and fourth quarters of 1958. 


Table 59. United States: Personal Disposable Income 
and Components, Third Quarter of 1957, and 


Changes During Recession and Recovery 


(Billions of dollars, seasonally adjusted, at annual rates) 


Trough Recovery 
1958 


1958 
Iiem ae gure : = 
oe eee 
quarter peak) trough) 
rivate wage and salary dis- 
bursements*............. 209.0 —7.3 oe 
usiness and professional 
1 ee eee 31.7 — ie 2 
vernment wage and salary 
disbursements........... 40.6 0.4 2.7 
eerie Income... se 11.8 1.9 = 
| ae 12.7 —0.2 —0.7 
URent and interest.......... 31.0 0.4 0.4 
Transfer payments......... 21.6 2.6 2.3 
Less personal contributions 
for social security...... 6.7 = 0.1 
PERSONAL INCOME 351.8 —3.5 11.2 
Less personal tax......... 43.1 0.8 1.4 
PERSONAL DISPOSABLE 
INCOME 308.7 —2.0 97 


Source: United States Department of Commerce, Survey of 
Current Business. 

* Including the relatively small item, “Other labour income”’, 
which is not wholly of a private nature. 


COMPARISON OF GOVERNMENT FISCAL OPERATIONS 
IN THE 1957/58 anD 1953/54 RECESSIONS 


Additional light on the role of the public sector 
during the recent recession may be shed by a compari- 
son with experience in 1953/54. A simple indicator of 
the over-all stimulus given to the economy by govern- 
ment fiscal operations is provided by changes in the 
balance of government revenue and expenditure as 
defined for national income purposes. The ratio of the 
government deficit to gross private income in any period 
represents statistically the contribution of government 
fiscal operations to gross pri i -*-tt-ean be 
seen fromthe -foltowing table that during the 1953/54 
recession, the average deficit exceeded the deficit in the 
peak quarter preceding the recession by one per cent 
of gross private income, while the corresponding figure 
for the 1957/58 recession was 2.5 per cent. Thus, 
despite the reduction in personal income tax and the 
relinquishin excess profits tax durt 
recession; ition to gross private income Iro 1 


fiscal operations was smaller than during the 1957758 
recession. this is largely exptai y the steep decline 
aL Eo eee 


9 A fall in the government surplus will have the same effect as 
an increase in government deficit. 


187 


a 


United States Government deficit on income and 


product account, as a percentage of gross 
private income after tax* 


(Seasonally adjusted) 


1953/54 1957/58 
Recession Recession 
Peakequartertc 8 aGaher nok 2.0 —0.8« 
Average during recession4....... 3.0 Ney 
Average, first three quarters of 
RECOVER tacteunprie ce Ae .km aco 12 2.9 


Source: United Nations Bureau of Economic Affairs, based on 
Economic Report of the President, January 1959, and United States 
Department of Commerce, Survey of Current Business. 

“Gross private income after tax is defined as personal dis- 
posable income plus corporate retained profits plus depreciation. 

» For 1953/54 recession, second quarter of 1953; for 1957/58 
recession, third quarter of 1957. 

© The minus sign denotes a budget surplus. 

4 For 1953/54 recession, average of second half of 1953 and 
first half of 1954; for 1957/58 recession, average of fourth 
quarter of 1957 and first quarter of 1958. 


in federal defence expenditure during the 1953/54 
recession. The table above also shows that in the first 
three quarters of recovery from the 1953/54 recession, 
the average budget deficit declined by about 2 per cent 
of gross private income, as compared with the recession 
period. During the corresponding period of recovery 


from the recent recession, however, the average deficit 


rose by_over one per cent of gross private income. Thus 


a significantly greater part has been played by the 
public sector in stimulating the growth of demand 
during the current expansion than was the case after 


the 1953/54 recession. 


The contrast between the role of the public sector in 
the two recessions appears even greater if changes in 
government purchases of goods and services and the 
primary influence of government fiscal operations on 
personal consumption are taken as a criterion of the 
stimulus provided to the economy.!° As regards the 
latter, it may be assumed that the direct addition to 
personal consumption, due to the operation of built-in 
stabilizers in each period, is equal to the increase in 
government transfer payments plus the fall in personal 
tax receipts after allowance is made for savings at the 
rate prevailing in the personal sector during that 
period." Though no account is taken of any secondary 


10 It is not possible to arrive at a quantitative estimate of the 
influence of the public sector on the other important component 
of domestic demand, namely, gross private investment. It is true 
that the abolition of excess profits tax during the 1953/54 reces- 
sion helped in sustaining business liquid resources and that this 
probably had some favourable influence on business investment 
policies. (Dividend payments did not change significantly during 
the two recessions.) However, the conclusion derived from the 
following analysis regarding the contrast between the role of 
the public sector in the two recessions would not be changed even 
if the extreme assumption were made that the whole of the reduc- 
tion in corporate tax liability, due to the abolition of excess 

rofits tax, went into sustaining business investment during 

1954, and no account were taken of the stimulus to business 
investment in 1958 by the rapid increase in federal defence 
orders. 

1 The proportion of savings out of income generated by the 
built-in stabilizers will generally be lower than the ratio applicable 
to the whole personal sector. ih view of the very small ratio of 
saving in this sector, however, the method of computation used 
will not affect the conclusion drawn to any significant extent. 
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influence of fiscal operations on demand, this should 
not materially affect the conclusions drawn from the 
data examined here, since there is no reason to suppose 


that any secondary influences were significantly 
smaller in relation to the primary influence Ti the 
recent recession as compared with 1953/54. 


Table 60. United States: Changes in Government Consumption and Primary Influence 
of Public Fiscal Operations, Selected Periods of Two Recessions 


(Billions of dollars at 1954 prices, seasonally adjusted, at annual rates) 


1953/54 Recession and recovery 


1957/58 Recession and recovery 


Trough 1954 Third quarter Trough 1958 Third quarter 
Item Second quarter of recovery First quarter of recovery 
(change from (change from (change from (change from 
peak*) trough) peak>) trough) 
Changes in government consumption. ...... 0.1 —1.8 L8 i 
Changes in personal consumption.........- 4.8 —1.0 2.9 oy 
From transfer payments........--....-- 1.9 0.7 ve i 
rom persOnal t2Re35. 00) Aa oie eet 2.8 —1.7 0.7 —l. 

TOTAL CHANGES 5.3 —2.8 4.7 5.8 


Source: United States Department of Commerce, Survey of Current Business. 


8 Second quarter 1953. 
6 Third quarter 1957. 


It can be seen from table 60 that personal consump- 
tion received a slightly greater stimulus from govern- 
ment fiscal operations during the 1953/54 recession. 
This was largely due to the reduction in personal taxes 
mentioned earlier. The contractionist effect of the fall 
in public consumption on demand was, however, con- 
siderably greater in magnitude than the increase in 
personal consumption that can be attributed to govern- 
ment fiscal operations. After the recovery started, 
public consumption levelled off, and the public sector 
ceased exerting a significant downward pressure on 
the economy. 


ce epee Nee a AL 
the expansive influence of government fiscal operations 
on personal consumption was added the stimulus from 
the rise in public consumption. The increase in these 
two components of demand amounted to $4.7 billion 
at 1954 prices at an annual rate, or over one per cent 
of the gross national product, between the peak and 
the trough quarters. To obtain some idea of the signifi- 
cance of this stimulus to demand it is sufficient to note 
that the decline in fixed investment during the same 
period was only $5.1 billion, at an annual rate (see 
table 58). Thus the stimulus provided by the public 
sector to the economy“through these two components 
of demand alone!? was almost equal to the fattim fixed 


investment—the primary factor in the drop in final 
demand. 


Equally significant has been the role of the public 
sector in stimulating the expansion of demand since 
the end of the recent recession. As a result of the 
increase in transfer payments and int public expenditure 
on goods and services, especially the latter, govern- 
ment continued to exert a powerful expansionary 


12 That is, without taking into account the effect of govern- 
ment measures on residential construction. 


influence during the first three quarters of the recovery. 
The volume of final demand-during the third quarter of 
recovery was about $13 billion above the first quarter 
of 1958 at an annual rate.!3 Of this increase $5 billion 
was accounted for by the rise in public consumption 
and about $1 billion can be attributed to the primary 
influence of the built-in stabilizers, as shown in table 
60. This occurred despite an increase in personal tax 
payments during the recovery which partly offset the 
effect of the rise in transfer payments on personal 
incomes and consumption.!4 


It may thus be concluded that the public sector 
played a major part in slowing down the 1957/58 
recession until it was finally halted soon after the frst 
quarter of 1958. Moreover, the difference between the 
behaviour of the public sector in the 1953/54 and 


1957/58 recessions provides a@targe part of the explana- 
tion for the relatively shorter duration of the recent 
downturn, despite the more persistent nature of the 
forces of contraction operating in it. A more significant 
conclusion from the point of view of the current 
economic situation and the outlook for the immediate 


future is that up to the beginning of 1959 the primary 
stimulus to the expansion of the final demand was pro- 

13 See table 58. 

‘The role of the public sector in supporting the economy 
emerges as even more decisive if, fastend of making the above 
quarter-to-quarter comparisons, the whole period of the recession 
and of the subsequent recovery is taken into account. Thus, dur- 
ing the period of the recession as a whole—the last quarter of 
1957 and the first quarter of 1958—the primary expansion in 
demand _ attributable l 1 fecal yperations a 
exceeded the whole of the decline in fixed investment, compared 
with the peak third quarter of 1957. Moreover, of the average 
rise of just over $6 billion in final demand during the last three 
quarters of 1958, compared with the trough in the first quarter, 
more than $4 billion reflected the primary influence of govern- 
ment operations. This consisted of a rise of $2.8 billion in govern- 
ment expenditure on goods and services and of $1.3 billion in 
government transfer payments net of personal taxes. All data 
seasonally adjusted at annual rates in 1954 prices. 
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vided by the public sector. If, therefore, government 
operdtions were, ior some reason, less expansive in 
character during the coming months, it would be 
necessary for the economy to receive a more powerful 
stimulus from the private sector than it had up to the 
beginning of 1959 in order to maintain the rate of 
expansion of demand. 


SLOWER RECOVERY IN EMPLOYMENT 


The rate of increase in employment during the period 
of recovery has been considerably smaller than the 
growth in production. As a result the number of un- 
employed workers in both Canada and the United 
States remains appreciably higher than before the 
recession, a phenomenon which has given rise to 
widespread concern. 


In Canada, where industrial production in 1958 
generally stagnated at a level only slightly above the 
trough reached in December 1957, average civilian 
employment in 1958 was slightly lower than in the pre- 
ceding year. In the manufacturing sector, in particular, 
employment declined by about 2 per cent between the 
end of 1957 and the end of 1958. The problem of un- 
employment was aggravated during 1957 and 1958 by 
the relatively large addition to the labour force in 1957, 
owing mainly to an unusually large volume of immigra- 
tion into the country. The number of unemployed 
persons seeking work stood at 3.2 per cent of the total 
civilian labour force at the end of 1956, but the per- 
centage rose to 6.5 at the end of 1957 and to 7.2 per 
cent in December 1958. 


In the United States total employment has expanded 
since the end of the recent recession, but not at a 
sufficiently fast rate to absorb the new entries into the 
labour force together with the substantial increase in 
the ranks of the unemployed caused by the recession. 
After allowing for seasonal factors, employment in non- 
agricultural establishments, which accounts for about 
80 per cent of total civilian workers, fell by about 2.5 
million between August 1957 and April 1958, and the 
number of unemployed workers rose from 4.3 per cent 
of the civilian labour force to 7.5. By the end of 1958, 
although most of the ground lost in production had 
been regained, the increase in non-agricultural em- 
ployment amounted to only about three-quarters of a 
million, and unemployment still stood at 6.1 per cent 
of the civilian labour force. This ratio of unemploy- 
ment was about 1.5 per cent higher than that prevailing 
during the corresponding months of recovery from the 
preceding two downswings. 


The higher ratio of unemployment during the 
present period of recovery cannot, as in the case of 
Canada, be attributed even in part to a relatively faster 
expansion in the civilian labour force. In fact, in the 
United States the growth in the labour force has been 
appreciably less during the 1957/58 recession and the 
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current period of recovery than in the preceding two 
recessions and recoveries. 


An important reason for the present high volume of 
unemployment is to be sought in the relatively small 
rise in employment during the last phase of the up- 
swing preceding the recent recession, namely, from the 
end of 1955 until August 1957. The pronounced easing 
of demand during this period was reflected in a levelling 
off in industrial production and a fall in demand for 
labour in industry. Following a long-run trend there 
was also a decline in agricultural employment. The 
moderate growth in demand for labour in the rest of 
the economy was not sufficient both to absorb the 
addition to the civilian labour force and to offset the 
fall in industrial and agricultural employment. As a 
result, the seasonally adjusted ratio of unemployment 
to the civilian labour force rose from 3.7 per cent at 
the end of 1955 to 4.3 per cent in August 1957. This 
figure was one per cent higher than at the start of the 
1948/49 recession and 2 per cent higher than at the 
corresponding month in the 1953/54 recession. 


The relatively high level of unemployment prevailing 
at the beginnitig’oh 1050 seen Glan i be Naked 
the pace and pattern of the recovery. It can be seen 
from the following table that the rate of expansion in 
production during the first eight months of recovery 
has been appreciably lower than that attained after the 
1948/49 downturn. In comparison with the economic 
revival that followed the 1953/54 recession, although 
industrial production has recently risen faster, aggre- 
gate demand and production have expanded slightly 
more slowly. This would indicate that the rate of in- 
crease in production outside the manufacturing sector 
during the present phase of recovery was slower than 
that attained in the corresponding period of the preced- 
ing upswing. In view of this fact it is not surprising to 


Changes in manufacturing production and employment 
during first eight months of recovery 
following the three recessions 
(Seasonally adjusted) 

Recovery after recession in 


1948/49» 1953/5%> -1957/58° 


Index of manufacturing produc- 

tion (percentage changes)... 22 10 12 
Changes in employment 

(thousands of workers) : 

Non-agricultural employment 2,200 1,092 682 


Manifactirng 25. sa5 0.4% 1,332 499 424 
Non-manufacturing...... 868 593 258 
Government.......... 106 39 P20! 
Pervate ds i402 40 Pathan 762 504 o7 


Source: Board of Governors, Federal Reserve System of the 
United States, Federal Reserve Bulletin (Washington, D. C.); 
United States Department of Commerce, Survey of Current 
Business; United States Department of Labor, Bureau of Labor 
Statistics (Washington, D. C.). 

* November 1949 to July 1950. 

b July 1954 to March 1955. 

° April 1958 to December 1958. 
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find that the growth in non-manufacturing employ- 
ment, as indicated by the table above, has also been 
smaller. Particularly slow has been the rise of employ- 
ment in the private non-manufacturing sector of the 
economy, owing largely to the relatively small increase 
in employment of service industries. 


The table above shows that even in the manufactur- 
ing sector, where production has so far grown faster 
than after the 1953/54 recession, the increase in em- 
ployment has been on a slightly lower scale. This can 
be explained, partly, by the pattern of manufacturing 
expansion and, partly, by changes in weekly hours 
worked by production workers. It can be seen from the 
following table that the present recovery in production 
has been relatively more pronounced in the durable 
goods sector than was the case after the 1953/54 reces- 
sion. This has been reflected in a relatively faster in- 
crease in production per man-hour. Moreover, the num- 
ber of hours worked per week, which had declined con- 
siderably more during the 1957/58 recession than in 
the preceding two downturns, has recovered more 
rapidly. Thus a relatively large proportion of the rise 
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in manufacturing production, during the present period 
of recovery, has been accounted for by the rise in out- 
put per production worker rather than by an increase 


in employment. 


Percentage changes in manufacturing production, employ- 
ment and weekly hours worked during periods of 
recovery following the three recessions* 


(Seasonally adjusted) 


Recovery after recession in 


1948/49 1953/54 1957/58 
Manufacturing production........ 22 10 12 
Durable poods). oe. ve 35 10 16 
Non-durable goods............ 10 9 8 
Production per man-hour......... 6.2 2.0 3.4 
Hours worked per week>......... 3.6 3.0 5.0 
Employment (production workers). 11.0 3.8 Si 


Source: United States Department of Commerce, Survey of 
Current Business. 

* For periods covered in each recession see footnotes a, 6 and 
c to the preceding text table. 

> Not seasonally adjusted. 


Economic stagnation in western Europe and Japan 


There are important similarities between recent eco- 
nomic developments in the industrial countries of west- 
ern Europe and Japan and those in North America, 
particularly as regards the basic slackening of fixed 
investment. All of these countries experienced a drop 

“in production of greater or lesser magnitude at some 
point during the period 1957-1958. The fact that there 
had nevertheless been no general decline in economic 
activity in western Europe on a scale comparable with 
that in the United States up to the end of 1958 was due 


North America, and inventory liquidation was much 
more limited, affecting only a few specific sectors. In 
Japan, however, a decline in fixed investment and a 
slackening in the rate of growth of exports was accom- 
panied by a marked drop in the rate of inventory ac- 
cumulation. 


The rate of growth in the gross national product of 
western Europe, which had already slowed down in the 
period 1956-1957, declined further in 1958. For the 
area as a whole, total output rose slightly less than 2 
per cent in 1958, as compared with a rate of about 4 
per cent recorded in each of the preceding two years, 
and over 6 per cent in 1955, There was a pronounced 
slowing down in the rate of growth of production in 
some countries—Denmark, France, the Federal Re- 
public of Germany, Italy, the Netherlands and Sweden— 
and a fall in production in the other western European 
countries, as shown in table 61. These developments in 
gross national product were accompanied by similar 
movements in industrial production, although the rela- 
tively poor cereal harvest due to bad weather in the 


third quarter of 1958 also had an adverse effect on the 
growth of total product. In Italy and Japan, on the 
other hand, there was a very good harvest; the rise in 
agricultural production in Italy accounted for a signifi- 
cant part of the increase in gross national product. 


In western Europe, the levelling off in industrial pro- 


duction at the end of 1957 and during the early months 


table 62 experienced the decline, except for the Nether- 
lands and Norway, both of which had suffered a setback 
at an earlier date. There was, however, a moderate re- 
covery in industrial activity in alt-countries-except 
France in the course of the second half of 1958 which 
was sufficient to raise the aggregate index of industrial 
production, by the end of 1958, to the level it had at- 
tained at the beginning of the year. The sectors of the 
economy most affected by the recession were textiles, 
clothing, coal and steel. Unlike that-6 e I 
States, western Europe’s production in the motor-car 
industry continued to expand rapidly throughout 1958 
owing to growth both in domestic consumption and in 
foreign demand. In Japan industrial production dropped 
from mid-1957 to mid-1958, The subsequent recovery, 
however, raised the index of industrial production for 
the year 1958 as a whole to the same level as in the 
preceding year. 


Certain of the western European countries had ex- 
perienced a recession in demand and production in the 
course of 1957 and some as early as 1956. In Denmark 
industrial production declined in the course of 1956 
and again in the second half of 1957. The Netherlands 
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Table 61. Gross National Product and its Major Components, by Country* 


(At constant prices; as percentages of 1957 gross national product) 


ere ee ee 


Country and year thas Personal Government Fixed Change in PED OTS aioe UPD Or te of esos and se rpices 
product consumption consumption investment inventories Balance Exports Imports 
Western Europe 
TI ee ee eae 96.0 62.6 13.8 18.0 
eR 52. 1.4 0.2 21.0 —20. 
aaa 5 Dich N CAUSES Oca Rea ees 100.0 65.0 14.1 18.8 Whe? 0.4 22.8 = ; 
Bee Merc ieIN Stes ole iors. opie 's 101.7 66.3 14.3 19.2 1.0 0.7 23.4 —22.7 
Denmark 
LIOR We pace Sie ae 95.0 65.3 12.4 16.4 1.6 
; 2 : : : —0.7 32.6 —33. 
oe eyo Bis ee eee 100.0 67.3 125 litee Dall 0.9 Boe ne 
(Src St SR a 100.7 69.2 LY 17.6 —0.6 let 38.0 — 36.3 
France 
LOSE ens cee ne 94.2 64.8 Tae 16.5 Ufeal 1.8 
: n ; _ 13.0 —14.7 
1d) WY PRN ae gegen an 100.0 68.6 14.5 17.9 ll —2.0 13.4 —15.5 
OSG ree eto: 102.1 69.0 14.5 18.5 125 —1.4 13.9 —15.3 
Germany (Federal Republic) 
1.2 GONE nS eee 95.2 Diez 12.0 males: les 3.4 Pah 
‘ : : ; ; : ‘ —18.7 
1S SIR Mi eg ara 100.0 59.8 12.8 21.4 2.0 4.0 26.1 —22.2 
Grok ce id ih an 102.8 61.8 13.4 2250 2.0 3.3 27.4 —24.1 
Italy 
BODO Ee. Mat eds cake. 94.5 64.3 10.4 20.0 0.7 —0.8 WE —14.0 
VY). ee, See ee ae 100.0 67.0 10.6 PANES) 0.5 0.4 16.0 155 
LB ATE ee ae 104.2 69.0 eS Daley 0.8 1.4 16.8 —15.5 
Netherlands 
SED ieee 97.7 62.7 13.4 22.8 1.6 —2.8 50.4 —53.2 
a ee 100.0 62.2 13.1 23.4 3.1 -1.8 53.6 —55.4 
ROG Jaah och ih 23, 101.2 63.5 13.0 21.5 —0.5 3.8 57.0 —53.2 
Norway 
Listes Saale ee 97.2 Dou 9.8 34.2 2.0 —2.5 38.8 —41.3 
| LS GPa) een 100.0 94.7 10.3 oD. ae —1.7 40.2 —41.9 
BONG te sO) Fe ee 99.1 94.2 10.5 Dien —0.8 —2.5 41.3 —43.8 
Sweden? 
Gree rene cies a = 96.0 Dae 17.8 22.0 ed, —0.5 21.0 —21.5 
ROS eee eae ee oe 100.0 56.8 18.8 PDs Mell —0.3 22.8 —23.0 
LORS era ek: eer es 101.0 98.0 19.8 Bio. —0.3 —0.2 22.4 —22.6 
United Kingdom 
LED Ee uaa ae aie aageita 98.8 61.2 18.8 15.9 ILD 1.4 23.8 —22.4 
EGOS eh coe ies 23s 100.0 62.4 18.0 16.6 1.8 2 24.2 — 23.0 
LOSS Sea Aes ues < 99.6 63.9 17.8 16.6 0.3 1.0 23.9 —22.9 


Source: See table 54. 

® Data conform as far as possible to the OEEC system of 
national accounts, except in the case of Norway and Sweden. 

> See footnote a to table 55. 


had a similar experience in the second half of 1957. 
The United Kingdom economy was stagnant from the 
end of 1955 onwards, with minor ups and downs. In- 
dustrial production in that country fell during 1956 
below the level attained in the latter months of 1955 
and did not subsequently exceed that level even at the 


end of 1958. 


Relatively greater declines in industrial activity 


oceurred in Belgium and Norway during 1957-1958 


than in other western European countries. In Belgium 


industrial production on a seasonally adjusted basis 
fell by about 10 per cent between the early months 


¢ Public civilian investment in corporations and enterprises is 
included in fixed investment; the rest of public investment is 


included in government expenditure. 


of 1957 and the middle of 1958, while in Norway there 
was a drop of about 7 per cent from the third quarter 
of 1957 to the first quarter of 1958. Both countries 
experienced the adverse effects of slackening invest- 
ment and export demand, as discussed below. But in 
addition, in Norway, activity in the herring oil and 
canning industries was depressed in the early months 
of 1958 by a poor catch of herring which was the small- 
est recorded in the post-war period. In Belgium the 


contraction of demand in the private sector was accen- 
tuated_b ion i IESE 


At a time when industrial production was already on the 
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Table 62. Western Europe and Japan: Changes in Indices of Industrial Production, 
1956-1958 


(Seasonally adjusted) 


1956 


Second 
half 


First 


Country half 


i £957. 1958 
irst S d First Second Third Fourth 
First half quarter quarter quarter quarter 


Percentage change from preceding half-year 


Percentage change from preceding quarter 


Hrance neater penile eer: 
Germany (Federal Republic) . . 
Ttalyatire oSinecinivn seating 
INether) andspeyaremeise te ier 


PNR WwWWwWwahd wh 
WP AIwWONN Ww 


Tapas etter eine hamlets stile 13 


lw 


= 


2 1 —1.5 1 1 

—4 —4 —) 2 i 

3 =—3 3 = 1 2 
3 5 3 sh il —| 
4 1 1 —] 1 3 
5 2 — ik 1 4 
3 —4 2 1 2 — 
1 1 —6 4 = 3 
7 1 1 7 — 1 
a -- _ mel — 2 
0 q =] ~— 5 4 


a 


Source: Statistical Office of the United Nations, Monthly Bulletin of Statistics and Organisation for Euro- 
pean Economic Co-operation, General Statistical Bulletin and national sources. 


decline, the Government took steps to increase tax 
receipts and curtail expenditure on public works and 
dwellings with the object of reducing government debt 
to the Central Bank to the conventional ceiling, which 
the Treasury had found it necessary to exceed.15 


THE SLACKENING OF DEMAND 


The preponderant factors in recent economic devel- 
opments in western Europe and Japan have been the 
weakn in_fixed investment and in export demand. 
On the whole, changes in government expenditure had 
not contributed to the previous upswing and they did 
not influence developments in 1958 either. In Sweden, 
however, a continued rapid increase in public con- 
sumption helped to sustain aggregate demand, while in 
France a slackening in public expenditure played a 
significant role in reducing the pressure of demand.!6 


These weaknesses in final demand, combined with a 
worsening of business expectations in 1958, were in 
most countries accompanied first by a slowing down 
in the rate of inventory accumulation and Tater by 
moderate liquidation. This had an adverse effect both 
on imports of raw materials and on industrial produc- 
tion. However, production of coal was either main- 
tained or allowed to decline only very moderately de- 
spite the fall in demand; as a result, substantial in- 
creases in coal stocks were registered in Belgium, the 
Federal Republic of Germany, Japan and the United 
Kingdom, which have tended to cloud production pros- 
pects in that industry in the near future. 


The slackening in demand in 1958 was generally 
accompanied by a decline in industrial employment 


15 See Organisation for European Economic Co-operation, 
Benelux 1958 (Paris), November 1958, page 12. 

16The growth of public expenditure had provided a major 
stimulus to the expansion of decay in France in 1956 and to 
a lesser extent in 1957. 


and in weekly hours worked. Total civilian employment 
either levelled off or declined, and unemployment in- 
creased in most countries, as shown in tablé 63. 
Largely as a result of this, real wage and salary bills 
and real personal disposable income in general rose 
more slowly than in 1957.17 


Although personal consumption also rose more 
slowly in real terms, its rate of growth did not slacken 
as much as that of gross national product and real 
personal disposable income (see table 64). As in North 


America, consumers _h to sustain the Tevel of ag- 
gregate demand by spending a larger proportion of their 


incomes, In the Federal Republic of Germany, however, 


there is some evidence that for the second year in suc- 
cession there was a rise in the share of personal incomes 
devoted to savings and that private consumption ad- 
vanced less than personal disposable income. In France, 
government anti-inflationary measures, discussed be- 
low, resulted in a moderate decline in real personal dis- 
posable income and an appreciable slowing down in the 
rate of growth of personal consumption. 


The rise in ithe proportion of income allocated to 
consumption was associated-particutarty with a rapid 
increase in the purchases of motor-cars in the main 
producing countries. In the United Kingdom private 
consumption was stimulated in the last quarter of 1958 
by the removal of hire-purchase restrictions and by the 
introduction of personal loan schemes by the commer- 
cial banks, Consumption of durables, which had already 
been increasing previously, accelerated further as con- 
sumer credit expanded and a smaller share of personal 
income was saved; this was important in the moderate 
revival of industrial activity towards the end of the 


year. Personal loan schemes were also introduced in 


‘7 In France and Norway real wage rates may actually have 
fallen because of faster increases in consumer prices than in 
money wages. 
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Table 63. Changes in Employment and Unemploy- 
ment, by Country 


oes 
Total Employment Percentage 


Country and year Piss Hochatnes plana 
(Percentage change 
from preceding year) 
Belgium 
i Swain 3 3.6 
TOSIE Fett Sia ee I) ay i 3.0 
RODS enh cre oh tel, —6 4.2 
Denmark 
1956. 
Line wink eee) aE _ teat 
LS BY eae a OS ie ee a 2 10.2 
NOE Merete trek ome. 5 = 9.6 [ 
France 
RSP Rr cre fee oe Be 1 ul 
Bet WIStROErS hue, «sce 3 3 ; : 
Ue or ee. eek 1 il 0.9 
Germany (Federal Republic) « 
(Ss Set ee eee 5 6 
12S eee RS) = ; 
12 SS shee lela tn = ng ae il 1 2 
Italy 
DSS Le eee ae 2 9. 
Aer es i 2 9:0) 
rapes yi te Gs —ja 9.0 
Netherlands 
1 a ee 1 0.9 
12'S Gagne ee eee eee — ie 
RES Ratton tsett sc —5 2.4 
Norway 
US SO Sere, Ses ee = 1.4 
LS eae ers See 1 = 1.4 
Ica ere es 6 ae —3 ol 
Sweden 
Te DOue. ab ivesiet «Bevis Se 1 il 1.5 
1S Sa oe ae = = 1.9 
Mente attics 2s <ise 5 aus x — —2 25 
United Kingdom 
BG ites: aes hasten) 1 1 (34 
ES eee De a Oe ka = — 1.6 
eit Wek. Sree ee —] —l Wp 


Source: Statistical Office of the United Nations, Monthly Bulle- 
tin af Statistics; and national sources. 

«The percentage of unemployment relates to the ratio of 
unemployed either to the total civilian labour force or to the 
civilian labour force available for hire. Unemployment percent- 
ages are not, however, comparable between countries owing to 
differences in definition. 

» Civilian employment refers to the over-all index of employ- 
ment of the Ministry of Labour. Unemployment percentages 
represent the ratio of applicants for employment to the civilian 
iabibar force covered by the over-all index. 

¢ Civilian employment refers to wage and salary earners only. 

4 First six months compared with the corresponding period 
of the preceding year. 


the Netherlands and Sweden; and in France the Gov- 
ernment relaxed hire-purchase restrictions, owing to a 
decline in demand for durable household goods. 


Table 64. Changes in Gross National Product, 
Personal Disposable Income and Personal 
Consumption, by Country 


(In real terms; percentage change from preceding year) 
ee ee eee 


Gross Personal Personal 
Country and year nationa isposable ts 
of ? ae iee She sea, : fone ae 
Western Europe 

[O56 serrerth: ets ee knee: 4.2 
OSS rs ON aeee ye cacies ee 4.2 : : 
ORO Remit Seats net WH 2.1 
Denmark 

OSG verre ences eet eee 2.0 

TOS RR sick mene eey bee ; i 

OSE RUE Re. kee a 0.7 2.8 
France 

TOSG erat Seceeen. ote: Sy} By) 6.4 

OB le Oe tee ee oe oe 6.1 Dal 5.8 

LOB 8 Ae aera os ee Mell —0.5 0.6 
Germany (Federal Republic) 

TO5OWR Rei aces 6.4 8.2 8.7 

LS Fs panes at Aone a se 5.0 7.4 4.6 

LOSS aoe aon 2.8 4.2 3.4 
Italy 

LOS OR re cs Setees ee 4.2 4.2 

OS Cer seeeets oe eee 5.8 4.2 

195 Si epee. tat 4.2 3.0 
Netherlands 

LO56 5S. oe es locate 4.1 9.3 

LOS Aree ae ee 2.4 —0.8 

TO5G Ss Sa oe ee ee eZ, 2.0 
Norway 

G5 Gite ee ort coe cen 4.4 WSs 

LOST ae ee ee 2.9 1.9 

OSG et ae ee —0.9 —0.8 
Sweden 

LOS GReacoase eet 3 2.0 3.0 

OS ere eee tor 4.2 2.9 2:5 

19592 eae kod ed 1.0 0.8 2.0 
United Kingdom 

TOS Grea te, yee cote. wie 1.9 Ball 0.9 

OS eee ier cae tee eZ, 2.4 2.0 

LOSS eet ene ee ee —0.4 1.8 2S 


Source: See table 54. 

« Personal disposable income deflated by implicit deflator for 
personal consumption. 

b See footnote a to table 55. 


Weakening in fixed investment activity 


As in North America, a major factor in the slacken- 
ing of demand in western Europe and Japan er- 
sistent_ weakening 10 investment.activity (see 
table 65). The rate of expansion of fixed investment 
had already begun to slow down in 1956 and 1957 and 
had contributed to an easing of demand in most western 
European countries during those two years. This tend- 
ency continued into 1958 and spread to France and 
Italy, where fixed investment had been rising at a rela- 
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tively high rate up to that time, There was also a pro- 
nounced decline in fixed investment activity in Japan 


in the second half of 1957 and throughout 1958. 


Table 65. Changes in Total Gross Fixed Investment, 


Investment in Industry and in Housing, by Country 


(At constant prices; percentage change from preceding year) 


Country and item 1956 1957 1958 


Western Europe* 
Total gross fixed investment. . . 6.6 
Ihe '/en é chore ns oa Boe a 


PLOUSIN Ga hese te ase see s < 


Denmark 
Total gross fixed investment. 1.4 
Industuyeers icra 1.8 
4.0 


PIOUSIS yen totee eee miss —4. 


France 
Total gross fixed investment. 7.8 8.9 
PRGUstr yen facades 10.8 11.0 
PLOUGH Ray eater «erie cs 5 —0.4 M3 


Germany (Federal Republic) 
Total gross fixed investment. 7. 
Industry sige... nce 7 
FLOWS Ere Sern ore 6. 


Italy 
Total gross fixed investment. 8.2 7.6 
PSE esac. gna 8.7 LO) = 
PIQUSIN oe cesta doeiae ots 12.6 8.2 


Netherlands 
Total gross fixed investment. 
PACUSUE Yow ante « 1 
Holsinges sacs asec ee 1 


Norway 
Total gross fixed investment . 2.0 
distr yee eee en ns ; 5.9 
WOUSsnis ye eee at oe =i 


Sweden 
Total gross fixed investment. 3. 
Indastryee ast tc aden 2. 
Housings ie, ceo 3. 


United Kingdom 
Total gross fixed investment. 4.8 4. 
Wade ys ees ain. te 11.0 4. 
Housitighe sie. area. oe =.) 3. 


AIA 
| 


Source: See table 54. Industrial investment generally includes 
investment in manufacturing, mining and the construction in- 
dustry. For the aggregate of western Europe, and for Denmark, 
Federal Republic of Germany and Netherlands, investment in 
machinery and equipment, and for France, total business fixed 
investment are taken as indicators of industrial investment. 
Apparent inconsistencies between movements of total and com- 
ponents for several countries and periods reflect offsetting 
changes in components not shown. 

@ See footnote a to table 55. 


The stagnation of fixed investment demand in 1958— 
as in the two preceding years—was brought about 
largely by a levelling off or decline in industrial invest- 
ment. There had been a marked slowing down in indus- 
trial investment in the Federal Republic of Germany 


ee 
NOU 
{ 


and the United Kingdom in 1956 and 1957, and a num- 
ber of other countries also had a similar experience. A 
gradual increase in excess capacity as a result of the 
failure of demand to keep pace wi e of 
productive capacity was primarily responsible for this 
development. Some of the governmental measures 
adopted in 1955 and the following two years—notably, 
the imposition of investment levies in Norway and 
Sweden, and the withdrawal of investment incentives 
in Belgium, the Netherlands and the United Kingdom— 
also helped to slow down the pace of business invest- 
ment in these countries. In France and Italy, where 
demand continued to expand vigorously throughout 
most of 1956 and 1957, a relatively high rate of in- 
crease in industrial investment was maintained in this 


period. 


The gap between output and capacity in western 
Europe continued to widen during 1958; productive 
capacity went on expanding as investment projects 
initiated in previous years reached completion, while 
production was levelling off or declining. The growth 
in the volume of idle equipment, together with a 
gradual reduction in the backlog of domestic and export 
orders and the advent of a recession in North America, 
had an unfavourable influence on business expectations 
and hence upon the initiation of new investment 
projects. 


Residential construction also contributed to the 
slackening in fixed Investment activity in some \ western 
European countries. Housing was adversely affected 
at an early stage by restrictive credit policies and, in 
some instances, by a reduction in subsidies to housing 
and in public dwelling construction. Despite an easing 
in credit conditions in 1958 there was no significant 
recovery in residential construction, except in the 
Federal Republic of Germany and Sweden. In the 
United Kingdom an increase in private dwelling con- 
struction was not sufficient to offset a continued fall 
in public housing investment. There was also a pro- 
nounced slackening in residential construction in 
France and Italy, which had experienced a relatively 
high rate of growth in this category of investment in 
1957. Residential construction was adversely affected 
in France by severe restrictions on credit towards the 
end of 1957 and in 1958, and in Italy by a gradual ex- 
haustion of the backlog of demand for luxury housing. 


Tt can be seen from table 65 that except for the 
Federal Republic of Germany, Norway and Sweden, all 
countries experienced a slackening in fixed investment 
in 1958. In Norway the rise in fixed mvestment was due 
wholly to increased deliveries of ships ordered in earlier 
years—which was largely reflected in a big increase in 
the volume of imports. In Sweden public investment 
rose and the expectation that the 12 per cent invest- 
ment levy would be removed from the beginning of 
1958 prompted businessmen to postpone some of their 
investment expenditure from 1957 to 1958. 
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Despite a fall in industrial and housing investment 
_ the total volume of fixed investment remained un- 
changed in the United Kingdom, owing to an increase 
in investment by nationalized public utilities and by 
distribution and other services. In France the easing 
of demand brought about by the levelling off in per- 
sonal and government consumption and by a fall in 
residential construction had an adverse effect on busi- 
ness investment in the latter part of 1958. A marked 
slowing down in the growth of export demand and a 
levelling off in housing investment had a similar effect 
on demand and industrial investment in Italy. 


Slowing down in export demand 


An important proximate cause of the slackening in 
economic activity in western Europe and Japan in 1958 
was the easing in external demand for the products of 
the region. eee 


It can be seen from the following table that through- 
out the period since 1952 the volume of western 
Europe’s exports to the rest of the world has been rising 
appreciably faster than gross national product. In 


1957-1958, however, the rate of expansion in exports 
declined significantly owing to the recession in North 
America and the fall in the import capacity of primary 
producing countries.!’ While the latter decline was due 
partly to the North American recession and partly, in 
some instances, to the effect of rising supply upon com- 
modity prices, a further contributing factor of consid- 
erable importance was the weakening in western Eu- 
rope’s own import demand. 


Combined OEEC countries: Gross national product and 
merchandise exports to rest of world» 


(Percentage increase) 


Gross 


national Exports to 

product rest of world 
1952 to 1956, annual average. ... 6 8 
PG 195 fe ee ees Soo ots 4 6 
LE ad NOS coe pe wr PR 2 4 


Source: Organisation for European Economic Co-operation, 
General Statistical Bulletin (Paris). ; 
* Gross national product at 1954 prices and exchange rates. 


Bryerts at constant prices. 
See footnote a to table 55. 


ie amet So matte Eicopesry Bade wee ren 
more pronounced than in exports to the rest 0 e 
world. This slackening, which was a result rather thar 
a cause of the easing in demand in western Europe, 
affected some countries, notably, Belgium, Italy, Nor- 
way, Sweden and the United Kingdom, more than 
others, owing largely to a fall in demand for the steel, 
textiles, coal and forest products exported by these 

18 The increase of 4 per cent in the volume of exports in 1958 
shown in the table was due largely to a sharp recovery in the last 
quarter of the year; the increase in the volume of exports from 


the first nine months of 1957 to the corresponding period of 
1958 was under 2 per cent. 
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countries. In Denmark and the Netherlands, on the 
other hand, an increase in exports to other western 
European countries played a significant part in the 
growth of total exports and in sustaining aggregate 
demand. 


It can be seen from table 66 that during 1957 in all. 
western European countries except France exports con- 
tributed much more than their share in_ageregate de- 


mand to the growth of total product.!® In Denmark, 
Italy and the Netherlands the increase in the volume 
of exports of goods and services was equivalent to about 
3 per cent and in the Federal Republic of Germany to 
well over 4 per cent of the gross national product in 


1956. 
During 1958, Japan and all the western European 


countries except Denmark and the Netherlands, ex- 
perienced, in varying degree, a considerable weakening 
in foreign demand for their exports. There was a fall 
in the volume of exports of Belgium, Sweden and the 
United Kingdom and an appreciable reduction in the 
rate of growth of exports in the Federal Republic of 
Germany, Italy, Japan and Norway. This development 
played a predominant part in slowing down the expan- 
sion of aggregate demand in the Federal Republic of 
Germany, Italy, Japan and Sweden, and accounted for 
a large share of the decline in demand in Belgium and 
the United Kingdom. In Denmark and the Netherlands, 
on the other hand, the increase in the volume of ex- 
ports more than offset the decline in domestic demand. 
Changes in foreign demand had no significant influence 
on the growth of total product in France, where the 
rate of expansion of production since the end of 1955 
had been determined primarily by the rise in govern- 
ment consumption and fixed investment. 


Changes in government policy 


The development of slack in their economies led a 


number of governments to remove some of the restric- 


tions on fixed investment and consumption and in some 
instances to take specific measures to stimulate the 
expansion of demand. All countries progressively re- 
duced rates of interest and generally eased credit con- 
ditions in the course of 1958 and early in 1959.20 In 
Belgium funds were provided for public works to re- 
lieve acute unemployment in some regions of the coun- 
try and fiscal and financial incentives to productive in- 
vestment, which had been progressively withdrawn in 
the course of 1956 and 1957, were reinstated after the 
middle of 1958. Although the Danish Government 
adopted stringent fiscal measures to prevent a rise in 
consumption, it took important steps to encourage fixed 
investment as early as the middle of 1957. These in- 

19In so far as imports enter into the progenies of exports 
the break-down of demand shown in table 66 overstates the 
influence of the rise in exports on domestic pee and 
understates the influence of domestic demand. This qualification 
does not materially affect the conclusions drawn above. : 

20—n the Scandinavian countries certain blocked savings 
accounts were also released. 
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Table 66. Western Europe: Changes in Gross National Product, Exports* 
and Domestic Demand? 


(As percentage of gross national product in the preceding year, at constant prices) 


ee ee eee 


=r pori 2 as 1958 
Country and item aces cll aoe 1956 1957 
Bedsits ee as Ss eee 34 
Gross national product............... rs ne 
Baports (05 cis. cd We inte Sthe date 3 a mie 
Domestic demand 26.6056 « sucteiwen . . 
Denmark tee SS Sei Feehan ees 34 
Gross national product............... 2.0 Se ie 
Depots Ss sais cn bea wens os Tere te a a 
Demeste demand. Js.c.. 5.2 ods cre ie : : 
PR rei eae eon 5k oe see ee eas 16 
Gross national product............... 5.3 6.1 oe 
RES Le SS: ee eas —1.3 ed : : 
Domestic demand................. 6.6 : : 
Germany (Federal Republic)............- 21 
Gross national peedGet ss). s Pas 6.4 5.0 e 
RemOnES andes 16s Suan. ct CAN en ee OF vec 4,2 ie 
Domestic demand................. Bell 0.8 : 
BEE Ae Lc! « SUE RSS eRe 13 
rine national product. «20 Gis swan ss ds 4.2 58 4.2 
ee a ee ee ee 1.6 2.9 0.9 
Domestic demand. ..............< 2.6 2.9 oo 
Medios terials 605 cig gta sie as See 51 
Gross national product............... 4.1 2.4 | 2 
ONES iG CBee jamie ae ae 2.4 3.4 ces 
Domestic demand................. 1.7 —1.0 —2.) 
EME A oan Bye ate oo Cc kas 38 
Gross national product............... 4.4 2.9 —0.9 
BENGE is estes ahs an rere oe 3.3 1.5 1.0 
Domestic demand. ................ iP is —1.9 
Semeeders Ste ete cess ge task Ci aCe: SYS 20 
Gross national product............... 3.5 4.2 1.0 
BigII nee  n eke ee 2.2 1.9 —0.4 
Domestic demand................. ies me 1.4 
Elnated Rasipademe #208. 3s 3 dae ia wee he ex 23 
Gross national product............... 1.9 1.2 —0.4 
ert Mees he et ok ohne 1.6 0.4 —0.3 
Domestic demand................. 0.2 0.8 —0.1 


Source: See table 54. 
* Exports of goods and services. 
© Domestic demand is defined as private and pub- 


cluded more liberal depreciation rules, provision for 
tax-free allocations to investment funds and guarantees 
of private loans for productive investment in certain 
areas. 


Emergency public works aimed at providing employ- 
ment opportunities during the 1958/59-winter season 
were initiated in Norway and as from the beginning of 
1959, the tax rate on undistributed profits was reduced 
and personal tax relief was provided. Moreover, sub- 
sidies were provided for milk and cheese from the be- 
ginning of March 1959, as a measure aimed at stabiliz- 
ing the cost of living index to which about two-thirds 
of privately earned incomes are tied. In Sweden the 


lic consumption plus gross domestic investment 
less imports of goods and services. 


° Merchandise exports, f.o.b., and net services. 


investment tax imposed in 1955 was removed from the 
beginning of 1958 and public investment was stepped 
up during that year. The 1959 budget envisages a con- 
tinued expansion in investment by both central and 
local governments. Public contributions are given to 
certain investment projects to provide relief for local 
unemployment. In the Netherlands the investment al- 
lowance,*! suspended in 1957, was restored if y 
1958 and in February [959 hire-pure ase regulations 
were relaxed; the Government also decided to carry 
out a number of relief projects to combet unemploy- 
ment. 


*t Under this allowance part of the outlays on new invest- 
ments may be deducted from profits for tax purposes. 
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More important measures to stimulate fixed invest- 
ment were taken in the United Kingdom during 1958. 
Initial depreciation allowances were increased in the 
1958 budget and in July there was some relaxation of 
the control exercised by the Treasury through the 
Capital Issues Committee on the issue of shares and on 
the borrowing of money. This control was finally ended 
for United Kingdom companies in February 1959. More 
important as an expansive measure was the removal of 
the ceiling on investment by nationalized industries 
and the decision to increase public investment in 1959 
by £125 million to £150 million, corresponding to 
about 4 per cent of gross domestic capital formation in 
1958, At the same time local authorities were encour- 
aged to raise their capital expenditure, especially on 
projects which could be begun and completed quickly. 
An even greater stimulus to the economy was given by 
the 1959 budget which made substantial cuts in per- 
sonal and company income tax rates as well as in pur- 


Slower rise in 


The easing in demand pressures in the industrial 
group of countries during 1958 was accompanied in all 
countries except France by a slowing down in the rate 
of increase in wages and prices; in some instances prices 
declined. The relatively smaller rise in industrial wage 
rates and in hourly earnings largely reflected the weak- 
ening in demand for labour, although governmental 
action in some countries probably also had some influ- 
ence in this development.?? At the same time, average 
prices of imported raw materials were appreciably lower 
than in 1957. Wholesale prices of manufactured goods 
remained generally stable and in some countries even 
declined moderately in the course of 1958, as shown in 


table 67. 


The stability of the wholesale prices of manufactured 
goods had an important influence in slowing down in- 
creases in retail prices and the cost of living during 
1958. It can be seen from table 68 that in all countries 
except France and Norway the cost of living index rose 
less in the course of 1958 than it had done in the pre- 
ceding two years. Such increases as took place were 
concentrated chiefly in the first half of 1958 and in 
some countries were accounted for by temporary short- 
ages of certain food items. Although the price of serv- 
ices continued to rise throughout 1958, the cost of 
living index in most countries remained stable during ~ 


22 Apart from general appeals for restraint in wage claims 
made by most Governments, in the Netherlands, where the 
Government takes a direct part in wage negotiations, no general 
wage increases took place in 1958. An extra allowance, however, 
was paid to workers to compensate for rent increases allowed 
by the Government, and there were some incidental wage 
increases. In the United Kingdom, both the Government and 
private business adopted a stiffer attitude to wage claims. The 
annual round of wage negotiations was more prolonged and 
average increases under wage settlements were smaller than in 
preceding years. 


chase tax, and which reintroduced investment allow- 
ances. 


There was a moderate recovery in economic activity 
in Japan and in all western European countries except 
France in the second half of 1958, which has continued 
into the early months of 1959. This was partly a result 
of the government measures mentioned above and of 
a general improvement in the economic climate. The 
latter accompanied the recovery in economic activity 
in North America and an increase in export demand. A 
revival in the rate of stock accumulation after the mid- 
dle of 1958 also contributed to the rise in industrial 
production in some countries. In France, however, 
where the Government did not relax the measures 
aimed at curbing the expansion of demand, industrial 
production continued to fall until the end of 1958, and 
no recovery in production is expected until the latter 


part of 1959, 


wages and prices 


the second half of the year and in some instances even 
declined moderately. 


Government measures were mainly responsible for 
the relatively large increases in the cost of living in 
France and Norway during 1958. In Norway most of 
the increase in prices is attributed to a reduction in 
food subsidies. Subsidies were also reduced in France, 
but a number of other measures were taken by the 
Government in the second half of 1957 and in 1958 as 
part of its policy to curb the expansion of domestic 
demand, including the de facto devaluation of the 
franc, severe import restrictions, the raising of price 
ceilings and the increasing of indirect taxes on many 
types of consumer goods. These measures were instru- 
mental in bringing about a rapid increase in prices 
which continued until the middle of 1958. The steep 
rise in prices was accompanied by an acceleration in 
the rate of increase in wage rates, which are partly 
linked to the cost of living index. Wage increases, how- 
ever, lagged behind price increases and there was some 
decline in real wage rates during 1958 which, as men- 
tioned earlier, had an adverse influence on the growth 
of real personal income and consumption. 


Part of the increase in the cost of living in some of 
the ether countries of western Europe, where prices 
rose more slowly in 1958, was also due to government 
measures. Particularly important was the effect of 
higher indirect taxes in Sweden, which accounted for 
about half of the rise-im-consumer prices between 1957 
and 1958. In the United Kingdom the Rent Act, which 
permitted rent increases in privately owned houses and 
flats, and in the Federal Republic of Germany the 
abolition of flour subsidies early in 1958 and the raising 
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Table 67. Changes in Manufacturing Production, Hourly Earnings, Import Prices of 
Raw Materials, and Wholesale Prices of Manufactured Goods,* Selected Countries 


(Percentage change from preceding year) 


Wholesale 
rer 
anufacturi. Hourl Import prices of man ure 
Country and year igpenpee te! SC nee raw materials® goo! 
Belgium 
1056 Soe ee Mace creeds Rite rs if 8 2: 
LOST Wee cwe, Rel Buen = 10 =f, 3 
OB ere kecath aioe Ga aie coher aber —6 4 —ll 
Canada 
3 
LOS@ Se ih ite ora anate 8 3 : 
OE ea ae Baten cate her cara teers econ’ —2 i bs 
LOSS aes a teyoeircte tetas ws ocofoiwameratoye —4 
Denmark 
OSG Reena ie oe etree : ] me 
OS TSR a ewe onc eee eee teerete a 
NWS ee b tpare cs SiS ep os coin een EEE 0s il 4 —8 —2 
France 
LO SGieerer te ene che sucleus Scatnrecntets 2; 8 3 4 
TRS SWS ioe cen at DIRE Ire RIS cha IDS 10 8 8 5 
O58 Sere arn rat. ha eee eter octets 7 13 —l 5 
Germany (Federal Republic) 
QS Gepeee rene sc pvern ofedicc tained escea ate 8 9 4 Pe 
MOS Tenens oc cizitice ee Meee ts 6 10 4 yi 
NO 5S ee Aare nt cay oe Lie sere es 3 fl —]l] i 
Italy . 
TOS Oren cre pee ee ects 8 7 ] 
LOD ee Aotearoa es 8 5 = 
OS See asta Ape ee iD, 4 —8 
Netherlands 
LOS OMe te ore tetera 3 a 1 — 
LO STOR AGHA lo: Ree ia eee 2 Vil — 3 
O58 eee Aly. 5 tata aa ane CA mame yi ee — a —8 —2 
Norway 
OS O Mee ree earn eee ee 5 8 i S 
5 (7a ee eS pin enh oy Mee 4 6 = 4 
195 Sep ware ccs 2. MONDE erat isnt —3 4 —8 —3 
Swedene 
LOS GRE cere ake eee terete 4 8 1 4 
LOS ee ans eats RI. ee 3 6 — 4 
OS BD Seek ait Seren Se. peers eee eet — 5 —8 — 
United Kingdom 
TOS GRE eet at rt eta ee — 8 Za 5 
ESS ieee ne en Wa oon ak Ama Pa et oe 2 5 4 3 
O58 see Se ete ticks oe mee —l 4 —12 1 
United States 
OSG eee ce hei ree aor ae 3 5 2 4 
OS Sty 4 Seat oe a ech Mg Pl ] 5 3 = 
WO DG Seca ac eccrine pee Meas —6 ia —7 1 


Source: Statistical Office of the United Nations 
and Bureau of Economic Affairs; Organisation for 
European Economic Co-operation, General Statisti- 
cal Bulletin; and national sources. 

* In some instances data for 1958 do not cover 
the whole year; in these cases percentage changes 
are from the corresponding period of 1957. 


»For France and Netherlands, hourly wage 
rates, 


© The coverage is not uniform between countries: 
For some western European countries the index 
shown is the index of import prices of raw materials 
for the combined member countries of Organisation 
for European Economic Co-operation. 

4 In Belgium, Denmark and Federal Republic of 
Germany, all industrial products; in the United 
Kingdom, excluding fuel, food and tobacco. 


¢ Figures for manufacturing production include 
mining. 
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Table 68. Cost of Living Indices, 1956 to 1958, 
Selected Countries 


(Percentage change®) 


— eS See 


Country 1956 1957 1958 
[CLE ae 3 3 ~ 
Ganadawan.os fee tA 3 3 2 
Piepinacktrilh ee Ouwens. 25. 5 2 2 
LE ane el a a ae il 8 ll 
Germany (Federal Republic).... 2 3 i 
“Ls” sors, eat giliceet aiiedlil 5 2 l 
Mermeriants. <. alc)... 3 ¥ —1 
oe hats oa 5 3 6 
SVG a eee ae 2 5 3 
Muited Kingdom... s.....%<<... = 4 2 
ELEC ATATCS Mocs aces ais x oa. 3 S 2 


a a a el 

Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics. 

* Fourth quarter of each year, compared with the correspond- 
ing quarter of the preceding year. 

> Excluding rent. ; 

* October of each year compared with October of the preced- 
ing year; including direct taxes. 

4 Index for Paris only. 


of railway and tramway fares contributed to advances 
in the cost of living. 


The fact that wage rates generally rose more slowly 


in 1958 than in the preceding year does not mean that 
a similar slow-down occurred in wage costs per unit of 
output—which play an important part in the deter- 
mination of prices. It will be seen from table 69 that 
there was no significant change in the rate of increase 
of wage cost per unit of output in manufacturing in the 
Federal Republic of Germany and the United Kingdom 
during 1958. In both these countries, as in Italy, the 
decline in the rate of increase of hourly earnings ap- 
pears to have been offset by a slower increase in output 
Be betactemcitie ant aalall; dan i.cuchdactore 
as the lesser spreading of overhead labour costs and the 
less efficient use of direct labour as output declined in 
a number of industries, and to some hoarding of labour 
by businessmen in anticipation of a future growth in 
production.‘ In Italy, although wage cost of produc- 
tion workers per unit of output did not change in 1958, 
there is some evidence that total wage and salary pay- 
ments per unit of output in industry rose significantly 
in that year, whereas there had been scarcely any in- 
crease in the previous two years, when production was 
growing rapidly. In Canada, on the other hand, a slower 
increase in hourly earnings in 1958 was accompanied 
by an appreciable rise in output per man-hour, which 
arrested the upward movement of labour cost per unit 
of output. 


There is some evidence of a decline in the rate of 
growth of labour productivity in a number of other 


23 This does not emerge from the data for the United Kingdom 
shown in table 69 because of rounding. 

24 An extensive discussion of post-war trends in wage cost per 
unit of output was contained in nited Nations, World Economic 


Survey, 1957, pages 33 to 41. 
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1, * ay ee aA ry ST . . 
Table 69. Changes in W age Cost per Unit of Output 
in Manufacturing, Selected Countries 
(Percentage change from preceding year) 


ee ees ee ee 


Average Oulpul Wage cost 


Country and year hourly per wer untt 

; earnings man-hour® of output 
Canada % 

LOGO Rote ee 5 2 5 

RS ye Gros Caney ae 6 —] i 

LOD BARN venir: RI 4 1 
Germany (Federal Republic) 

LOO auroras cian Ak 9 2 7 

OSTA eaeeiditald seine: os 10 5 4 

LOSE Mek is cet wee: tl 4 3 
Italy 

LOSOxentemren Un eases hose: 4 i 7 — 

LOG (ticvtn mrcdene anorer 5 6 —1 

LOBE iieen ion shkence 4 3 — 
United Kingdom 

1 DDG crsesee ervey torture cccnan ts 8 I 8 

LOST ecco thee ree e 2 3 

IRS /atSy, oe enema Set APG ee 4 2 3 


Source: United Nations Bureau of Economie Affairs, based on 
official national publications. 
“Figures of employment used for the computation of output 
er man-hour in the Federal Republic of Germany and the 
United Kingdom include salaried workers. 
» January—September compared with corresponding period of 
preceding year. 


western European countries which must have partly, 
if not wholly, offset the effect of slower increases in la- 
bour earnings during 1958. In the Netherlands, for 
example, labour productivity rose by just over one per 
cent in 1958, which was less than in the preceding 
years. In Sweden, too, production per man-hour in 
manufacturing rose by 3 to 4 per cent as compared with 
a rate of 5 per cent in 1957. In France there was a pro- 
nounced rise in the rate of increase of wage cost per 
unit of output in 1958; this, however, was brought 
about primarily by the steep rise in wages for the spe- 
cial reasons mentioned earlier. 


Similar conclusions as regards the behaviour of wage 
cost per unit of output emerge in the case of the United 
States. It can be seen from table 70 that during the 


Table 70. United States: Changes in Wage Cost per 
Unit of Output* in Manufacturing 


(Percentage change from preceding period) 


Average Output Wage cost 


Period Produc- hourly per per unit 
lion earnings man-hour of output 
1957, January—August>... = 1 4 3 i 
1957/58 recession, Sep- 
tember 1957—April 1958, —7 2 3 r= 
1958 recovery, May—De- 
Cemibersamieercy ai mean wm 2 5 —3 


Source: United States Department of Commerce, Survey of 
Current Business (Washington, D.C.). 

® Of production workers. 

> Compared to year 1956. 
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eight months of the 1957/58 recessio e earnings 
of production workers per unit‘of output in manufac- 
turing declined moderately as compared with the pre- 
ceding eight months.?5 Most, if not all, of this decline 
would, however, be eliminated if account were taken 
of salaried workers, since the number of these employ- 
ees did not fall proportionately to that of production 
workers during the recession. This emerges from the 
following table which shows that during the 1953/54 
and 1957/58 recessions total wage and salary disburse- 
ments per unit of output in manufacturing rose at 
about the same rate as or at a higher rate than in the 
period immediately preceding each recession. There 
appears to have been a reversal of this trend, however, 
in the periods of recovery from the two recessions, 
owing largely to a more rapid increase in productivity 
as surplus capacities were reduced. 


25 These results are not likely to be significantly affected by 
adjustment for seasonality of weekly hours ested used in the 
computation of output per man-hour and of average hourly 
earnings, as shown in table 70. 


Percentage changes in total wage and salary disbursements 
in manufacturing per unit of manufacturing output 
compared with preceding period 


(Seasonally adjusted) 


1953/1954 1957/1958 
Prior to recession®e.ac.. sce ews 2 1 
Recessron beeper occ eee asses 2 3 
ROOOVOr YS. cme ues tie wane a cans —2 —2 


Profits per unit of output generally declined in 1958. 
But there was no noticeable slowing down in the rate 
of increase of other property income, especially rents, 
and total property income per unit of output, like wage 
cost per unit of output, continued to rise in 1958, 
despite the easing of demand pressures.?° 


In general, it would seem that declines in prices of 
raw materials were a more important factorin—the- 
greater Sihility of the wholesale and retail pH prices of 
manufactured goods in 1958 than developments in 
wage cost and property income per unit of output. The 
raw material price declines which had begun in 1957 
were still in process of working their way through the 


economy during the year 1958, and had probably not 
exhausted their effects by the end of the year. 


26 Estimates made by the National Institute of Economic and 
Social Research in its Economic Review for March 1959 suggest 
that in the first nine months of 1958 total property incomes per 
unit of gross domestic product in the United Kingdom rose a 
little more slowly than in 1957 while total income from employ- 
ment per unit of gross domestic product rose, if anything, a 
little faster. 


Source: United Nations Bureau of Economic Affairs, based on 
United States Department of Commerce, Office of Business 
Economics, United States Income and Output, A Supplement to 
the Survey of Current Business and Survey of Current Business. 

* Two quarters preceding the recession compared with pre- 
ceding half year. 

» For 1953/54 recession, average of second half of 1953 and 
first half of 1954; for 1957/58 recession, average of fourth 
quarter of 1957 and first quarter of 1958. 

¢ First three quarters of recovery. 


Decline in trade 


Developments in the international trade and pay- 
ments of the industrial countries during 1958 seem— 
at least at first sight—to have been quite the opposite 
of what the world had come to expect in the wake of 
a recession in North America. United States imports 
did not fall significantly, but those of western Europe 
did. Western European exports fell much less in value 
than those of North America. And it was United States 
foreign exchange reserves that dropped, while those of 
the other industrial countries increased at a rate which 
was almost unprecedented. Falling primary product 
prices contributed substantially to the declining value 
of imports of the industrial countries, but they were 
not the only important factor; the major part ‘of the 
decline was in trade among the industrial countries 
themselves. These developments call for consideration 
in the light of the particular conditions in which the 
1957/58 recession occurred, and of the changes that 
have taken place in the interval since the previous post- 
war recessions. 


CURRENT DEVELOPMENTS IN TRADE AND PAYMENTS 


The expansion in the commodity trade of the indus- 
trial countries as a whole slowed down late in 1956, 


and in most countries the value of both imports and 
exports declined moderately during most of 1957. After 
a seasonal recovery in exports in the fourth quarter of 
1957, the decline was renewed with greater speed in 
the early part of 1958. By the end of 1958, there were 
some signs of a renewal of expansion in some coun- 
tries, particularly in imports, but the recovery was not 
securely based. 


The earliest slackening appeared in the imports of 
the western European countries and Japan. The total 
decline in their value from the beginning of 1957 to 
the end of 1958, with some allowance for seasonal fac- 
tors, was more than 10 per cent; the corresponding fall 
in volume was under 5 per cent. Imports of western 
European countries from one another reached an ini- 
tial peak in the fourth quarter of 1956. Except for a 
spurt in the fourth quarter of 1957, they declined 
moderately thereafter, being on an average some 5 per 
cent lower in value in the early quarters of 1958 than 
in the preceding year. Western European imports from 
North America were sustained through the first quarter 
of 1957 by the abnormal demands which followed upon 
the Suez crisis, but declined steadily and sharply there- 
after, not showing even the customary fourth quarter 
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seasonal rise; the total decrease in the value of this 
component of western European imports amounted to 
about one-third. Western European imports from pri- 
mary producing countries did not start to fall until con- 
siderably later in 1957, and nearly all of the decline 


Table 71. 
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that did occur was due to falling prices, reflected in the 
import unit value indices for western Europe shown in 
table 71. Although the value of these imports fell more 
than 10 per cent from the second quarter of 1957 to 
the second quarter of 1958, the volume scarcely 
changed, as shown in table 72, 


Indices of Terms of Trade of Industrial Countries* 


(1953 = 100) 
—— 


Export unit value 


Western 


United 


Import unit value 


Terms of trade 


Year and period Europe States f Apel ame tn United 
ee, Eee) ee 7 99 98 103 99 96 
Se 99 100 101 102 98 98 
VS 102 103 103 104 99 99 
ee: 1 LE Re Ci 105 107 106 105 99 102 
VE Og 103 106 95 100 109 106 
1957 
First cpr ROA Pe re 105 107 108 107 97 100 
Second quarter............ 106 107 108 106 98 101 
Wine marten 655... 5. £S. 106 107 105 105 101 102 
Fourth quarter............ 104 108 102 104 102 104 
1958 
PR MUIRUER Sos gin cba 2 105 107 97 102 108 105 
Second quarter............ 104 105 95 100 109 105 
(ROE QOANGEr. ve. ccs 104 105 95 100 109 105 
Pomrth quarter..;....:.... 103 106 94, 99 110 107 


Source: United Nations Bureau of Economic 
Affairs, based on Organisation for European Eco- 
nomic Sea 5: mint General Statistical Bulletin; 
and national sources. 


Much of the explanation for the sharpness of the 
drop in western European imports from 1957 to 1958 
is to be found in the combination of special factors 
that had raised the level of imports—especially from 
North America—to exceptional levels in 1957. A large 
part of the_decline was concentrated in mineral fuels, 


iron and steel, cotton and wheat, as shown below. For 
mineral fuels and cotton, however, the level of imports 
in 1958 was not particularly low; they were, for exam- 
ple, higher than they had been two years earlier in 
1956. The fall in petroleum shipments from the United 
States in 1958 reflected mainly the reopening of the 
Suez Canal and the resumption of more usual trading 
patterns. The variations in cotton and wheat imports 
were in line with changes in United States surplus dis- 
posal policy; an additional factor in the case of wheat 
is found in the relatively poor harvests in western 
Europe in the two preceding growing seasons, which 
served to raise the level of imports in 1957. The drop 
in deliveries of iron and steel, on the other hand, re- 
flected mainly the fall in economic activity in western 
Europe. It is interesting to note in this connexion that 
the contraction in total western European imports in 
the first nine months of 1958 was not greater, in value 
and volume alike, than that which occurred during the 
short 1952 western European recession. 


® Data for western Europe relate to trade of the - 
OEEC countries with the rest of the world; data 
for the United States relate to trade with all 
countries. 


Among the western European countries, the largest 
declines in the volume of imports in the first nine 
months of 1958 compared with the corresponding pe- 
riod of the preceding year—5 to 8 per cent—occurred 
in Belgium, Italy and the Netherlands. There were 
small declines in France, Sweden and the United King- 
dom. In all these countries there was a slackening in 
internal demand and in France import controls were 
imposed in the middle of 1957. In the Federal Republic 
of Germany and Norway, the volume of imports actu- 
ally rose during this period, although the decline in 
import prices was sufficient in both cases to prevent the 
value of imports from increasing. 


The sharpest decline in imports in this period oc- 
curred in Japan, where it amounted to I7 per cent in 
volume and over 30 per cent in value. Japanese imports 
of all types of raw materials fell sharply from the high 
level of 1957, when the relaxation of import restric- 
tions had facilitated rapid inventory accumulation. 
Declines in other imports were smaller and there were 
even increases of some significance in imports of food- 
stuffs and machinery and transport equipment. 


North American imports fell very little, despite a 
more severe contraction in economic activity. This was 
due primarily to the behaviour of United States im- 
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ports, the decline in Canadian imports being consider- was slightly higher at the lowest point in rhe recession 
ably greater. In value, United States imports never fell than it had been a year earlier. Imports{of manufac- 


much more than one per cent below the corresponding tures, which had been growing more rapidly than total 
period of the preceding year, and the volume of imports imports during most of the post-war period, continued 


Table 72. Quantum of Trade of Industrial Countries, 1956-1958? 
(1956 quarterly average = 100) 


Neen ee eee ee ee ee EE SS ay 
Exports to Imports from 
Industrial countries = ae 
i rumary r ry : 
ee North Western producing World producing World4 
America Europe» Totale countries countries 


———————— 


North America® 
1956 


icstac Wal bel estate 9] 86 87 95 90 107 fe 
Second quarter.... 106 97 101 104 102 100 102 
Third quarter..... 98 98 98 95 97 99 99 
Fourth quarter.... 105 119 1s 106 gu 93 102 
1957 
Hirst quarters: 94, 119 108 110 109 104 98 
Second quarter.... 105 106 108 116 Li 97 101 
Third quarter..... 98 98 99 105 101 99 99 
Fourth quarter.... 94 101 98 114 104 105 101 
1958 
First. quarter. 2. «- 83 85 85 102 91 103 95 
Second quarter.... 94 9] 93 106 98 104 101 
Third quarter..... 93 84 88 95 gh 95 98 
Fourth quarter.... 97 O9 97 101 101 108 111 
Western Europe 
1956 
First quarter...... 90 9] 91 a 93 99 94 
Second quarter.... 100 100 100 102 101 104 101 
dibird:quariers...- oF 96 96 94 96 7 98 
Fourth quarter.... 111 110 111 105 108 98 106 
1957 
First quarter... 7: of 105 105 104 104 105 108 
Second quarter.... 103 103 104 106 105 105 106 
Third quarter..... 101 102 102 102 102 100 102 
a quarter... 107 112 111 116 113 102 107 
First quarter...... 98 101 101 109 104 104 104 
Second quarter.... 105 101 102 105 103 103 103 
Third quarter..... 109 101 102 105 103 101 102 
Fourth quarter.... 131 ae 5 ek ae 115 ar 110 
All industrial countries® € 
1956 
First quarter...... 9] 91 90 96 92 101 95 
Second quarter.... 104 100 101 102 101 103 101 
Third quarter. .... 98 97 97 95 96 98 98 
Fourth quarter.... 108 113 112 107 110 ¥ 105 
1957 
First quarter...... 94 109 106 106 106 105 106 
Second quarter.... 104 104, . 106 110 107 104 106 
Third quarter. .... 101 102 102 104 103 100 102 
Pak quarter.... 100 109 106 115 110 102 105 
First quarter... ... 89 98 95 107 100 103 101 
Second quarter.... 99 99 99 105 101] 103 102 
nee ents See 100 97 98 101 99 99 101 
ourth quarter.... 114 se — care iN 2: at 110 
ee eee 
Source: United Nations Bureau of Economic + Member countries of the O isati fo 
Affairs. ; European Bosntuite- On opens ie ie gia 
® Estimated on the basis of the current volume of © Including Japan. 
elute one ere from each area, deflated by d Including eastern Europe. 
e over-all unit value indices for each area of © Excluding United States special category 


origin or destination, respectively. exports 
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to find new markets despite the decline in domestic 
activity. Imports of crude materials and semi-manufac- 
tures, on the other hand, fell substantia y after the 
middle of 1957. The major impact of this decline was 
on Canada and Latin America; Unite ates imports 
from Canada fell by some 15 per cent from the first 
quarter of 1957 to the first quarter of 1958, and those 
from Latin America by about 10 per cent. In the case 
of imports from Latin America, much of the decline 
was due to lower prices, but the volume of imports from 
Canada fell nearly as much as their value. 


The non-military exports of the industrial countries, 
in the aggregate, declined relatively sharply during 
1958; in the first three quarters of 1958 their volume 
was 5 per cent below that in the corresponding period 
of 1957. However, there was approximate stability in 
the exports of all industrial countries other than the 
United States as a group, while those of the United 
States fell by 16 per cent. In some countries—the 
Federal Republic of Germany, Italy and the Nether- 
lands—the volume of exports rose; in others—Norway, 
Sweden and the United Kingdom—there were signifi- 
cant declines, but nowhere did the decline approach 
that experienced in the United States. 


The exports of the industrial countries to one an- 
other reflect the developments in their demand for im- 
ports described above. There was a 2 to 3 per cent 
decline in western European and Japanese exports to 
the industrial countries as a whole in 1958, composed 
of a fall in intra-European trade and a small but signifi- 
cant gain in exports to the United States, as shown in 
table 72. North American exports to the industrial 
countries, on the other hand, declined precipitously 
owing largely, as noted above, to a combination of spe- 
cial circumstances as well as to the slackening of de- 
mand in western Europe and Japan; throughout this 
period they ranged from 10 to 20 per cent in volume 
and up to 35 per cent in value below the same quarter 
of the preceding year. 


As might have been expected, the decline in the value 
of exports to industrial countries from primary pro- 
ducing areas was in time reflected in a decline in im- 
ports by these areas. The value of exports of the pri- 
mary producing countries as a group has been declining 
since the beginning of 1957, as shown in table 73. The 
value of imports, however, continued to rise up to the 
end of 1957. As a consequence, the trade balances of 
these countries deteriorated rapidly during 1957. Karly 
in 1958, however, their imports also began to decline, 
and in the aggregate there was some improvement in 
trade balances. Nevertheless, at the end of the third 


quarter both the exports and the imports of the primary 


producing countries were still declining. 
cing countnes were sul cecs 


The decline in shipments to primary producing coun- 
tries was not distributed among the industrial countries 
entirely in accord with the decline in imports from 


them. North American exports suffered much more 
rea ee ee 


than those of western Europe, and Japan was able to 
increase its~exports to some primary producing coun- 
tries quite substantially. For each group of industrial 
countries, the greatest decrease in both imports and 
exports occurred in that group’s natural trading area; 
for North America, the drop was greatest in trade with 
Latin America; for western Europe, with the sterling 
area; and for Japan, with south-eastern Asia. But the 
decline in western European and Japanese exports was 
in general substantially less than the decline in their 
imports had been, whereas for North America the de- 
cline in exports was generally greater than that in im- 
ports. Some of the factors entering into these develop- 
ments will be explored below. 


Table 73. Trade of Primary Producing Countries 
(Billions of dollars) 


Period Exports Imports Balance eegeeke 
LOSO war coieeee <a 29.5 31.3 =o 0.4 
MOST. mae cise ve cere 30.0 34.4 —4.4 = Os 
Annual rates 
1957 
First quarter... . 30.5 32.3 6 0.6 
Second quarter... 29.7 34.5 —4.8 0.1 
Third quarter.... 29.5 30.2 stip =1.8 
Fourth quarter... 30.2 39.6 —5.4 =I) 
1958 
First quarters: 2: 29.3 33.1 tye io! 
Second quarter... 28.2 32.0 —4.3 3 
Third quarter? ..2 927.8 4131.6 3-0 —1.4 


Source: United Nations Bureau of Economic Affairs, based on 
International Monetary Fund, International Financial Statistics 


(Washington, D.C.). 


The consequences of these various changes in trade 
flows are revealed in the balances of payments of the 
industrial countries. The relative stability of United 
States imports combined with the fall in its exports 
resulted in a substantial decline in its current account 
balance. At the same time, the greater fall in western 
European and Japanese imports than in their exports 
led to a significant increase in the current balances of 
most of these countries. Improvements in the terms of 
trade were of major importance for most of these coun- 
tries. The fall in import prices, for the industrial coun- 
tries combined, amounted to about 8 per cent in 1958, 
whereas export prices fell less than 2 per cent. Conse- 
quently, as shown in table 74, trade balances generally 


improved considerably more in curent prices Ur in 
constant prices. The greatest benefit from improving 
terms of trade accrued to the Federal Republic of Ger- 
many, Japan and the United Kingdom. Canada, Italy, 
and the Scandinavian countries were less affected by 
falling import prices, since a relatively smaller propor- 
tion of their imports consists of primary products. At 
the same time, while the export prices of finished manu- 
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factures did not change appreciably, those of other 
products generally fell, and this again tended to favour 
the Federal Republic of Germany and the United King- 
dom rather than the other industrial countries, where 
manufactures are less important in total exports. In the 
case of France, the decline in primary product prices 
partly offset the effects of the devaluation in the latter 


part of 1957 upon prices; import prices rose substan- 
tially less than export prices, and the terms of trade 
improved. The volume of French imports fell slightly 
after the devaluation, while that of exports was approxi- 
mately maintained, so that the improvement in the real 
balance of trade was somewhat greater than that in the 
current balance of trade. 


Table 74. Changes in Trade and Foreign Exchange Reserves of Industrial Countries: 
January—September 1957 and 1958 
(Millions of dollars) 
Wie ee ee Be ey bs ee eee 
Trade balance 


Change in reserves 


In current prices In 1957 prices 


Country and year 
Foreign Value of Value of Value of Value of 
Gold exchange Total exports imports® Balance erporls imports*® Balance 
Belgium-Luxembourg 
LOOT arett we anne =osl ——35  —106 2,366 2,566 — 200 - 2,366 2,566 — 200 
LODO ny. ate aren eee slo 19 294 2291) -2akl —54 2,347 2,428 —8l 
Percentage change..... —4.6 ar —0.8 —5.4 
France 
LOO iettn carom rune ioe ere —531 —-50 —58l 3,803, 4,823. .—1,020 3,803 4,823 — 1,020 
LOS Gy erste, aecapee es ere 15 175 190 3,652 4,288 — 636 3,832 4,729 —897 
Percentage change...... = (eer = bod 0.8 is 
Germany (Federal Republic) 
19D Ls crete ean: 905 563 1,468 6,264 5,526 738 6,264 5,526 738 
Los ee a ch aR ee 59 399 454 6,417 5,411 1,006 6,447 5,892 555 
Percentage change...... 24 =21 5 fo 6.6 
ltaly 
LOS erage, wart Meteo“ 90 34 124 1,853 2,675 —822 1,853 2,675 —822 
1S scence onseteyn, Perera 395 118 513 1,875 2,363 — 488 1923 2,515 —592 
Percentage change...... 1.2 —11.7 38 —6.0 
Netherlands 
LOST nd, ciate ao Aaa ee — 144 at) ek 2,263 ~3,078 —815 2,263 3,078 —815 
LOSG i ohne oon: IAW: 71 283 2,341 2,653 —312 2,468 2.841 —373 
Percentage change...... 3.4 —13.8 cS ee 
Norway 
LOST home eemeene ae =) 5 — 605 962 —3o7 605 962 —35 
LODE esa inate Siereratsast —2 24 22 544 97 —426 580 987 _ 407 
Percentage change...... —10.1 0.8 ad 2.6 
Sweden 
LOS Tee eran aera —31 —15 —46 1,591 1,813 —222 L591 1,81 
? b) eae : > 3 ag 
IGS Ah aor iene aon 21 33 54 14% 1,715 —220 1522") TS 553 
Percentage change...... =6.1) at AS SET 
United Kingdom 
Le ey er eae ee —100 —183» —283 7,233 8,666 1,433 7,2 
al > . ; —™ dy .. ‘ Be 8, = 
ODS caer i Rate ded 1,175 —328» 847 6,982 7,813 —831 6.913 8 516 = 603 
Percentage change...... 3.5 —98 ei 
Canada . 
LOD TERR teratro tee scene Oe —-l —44 —45 3,809 4,499 690 
. 3,008 ’ =i. 3,809 4,499 —690 
Ooo wesee tec cy —22 83 61- 3,72 27 — 20: 
Percentage change...... ee 2 age 7 sa Ne Aes mae 
| ye Pe 0.3 —11.9 
United States 
he a aa WP ener ge 703 — 7 7 <6 
A a eee 2198 = 2,198 13045 9°36 eet Paes eae ee 
gz 2,128 13,045 9,364. 3,681 13,225 9,815 3 
Percentage change...... 16.9 8S range come Pee 
: za 15.6 2.4 
Japan 
LOS Tre ctr aenmtne te akate — -556  —556 2,095 
TOES Sapte ee t 1 338 339 2070 «2312 aay pepntint  Seataaa 
Percentage change... Bey, esc ee a ‘dine ees. 
ercentage change =1O» —8a8 me 1g —91.6 


Source: Statistical Office of the United Nations and Bureau of Economic Affairs: Organisation for European Economic Co operati 
S ; } 20-operation, 


General Statistical Bulletin; International Monetary Fund, International Financial Statistics, and national sources 


* F.o.b. for Canada and the United States; c.i.f. for all o i 
Ss Cent g ther countries. 
> Includes only United States and Canadian dollars. onan 
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These developments in trade balances were modified 
! by the flow of capital, moving in response to changes 
-im economic activity, speculative motives and differing 
internal capital market conditions. A decline in private 
capital outflow from the United States in 1958 rein- 
forced the fall in imports, although most of the sharp 
drop in direct investment—associated in part with 
slackening business activity abroad—was offset by a 
rise in other outflows. Prominent among the latter were 
new issues of foreign securities which were facilitated 
by relatively favourable conditions in the United States 
capital market during the first half of 1958. Of special 
importance in western Europe was the return of specu- 
lative capital that had flowed into the Federal Republic 
of Germany from France and the United Kingdom in 
1957. There was also, apparently, some increase in 
long-term capital outflow from the Federal Republic 
of Germany. These developments are reflected in the 
fact that the rate of growth of foreign exchange reserves 
in the Federal Republic dropped sharply in 1958 even 
though the trade balance increased, while the cor- 
responding improvements in reserve positions in France 
and the United Kingdom likewise cannot be explained 
solely in terms of the reductions in their trade deficits, 
as shown in table 74.27 The United Kingdom also bene- 
fited substantially from an inflow of funds from other 
areas, including the United States, as confidence in 
sterling recovered during the year and as short-term 
interest rates in the United States fell to unattractive 
levels. 


Despite the improvement in France’s balance of 


271n France the invisible items in the balance of payments 
also showed some improvement—mainly due to falling freight 
rates and increased receipts from tourist trade. 


trade, a considerable speculative movement against the 
franc developed in the last quarter of 1958. In the 
month of December alone, up to the time of the devalu- 
ation, France incurred an over-all European Payments 
Union deficit of $167 million, although the trade com- 
ponent of the account was almost in balance. Immedi- 
ately prior to the devaluation official French holdings 
of gold and dollars fell to a low of $600 million, com- 
pared with $800 million at the end of September and 
$2.1 billion at the end of 1955. Following upon the 
devaluation announced in December, the speculative 
movement was reversed; by the end of March 1959 
reserves had recovered to $1.8 billion. 


The net effect of the various movements on trade 
and capital accounts discussed above was a very sub- 
stantial gold outflow during 1958 from the United 
States, most of it to western Europe. It reached a peak 
at the bottom of the United States recession in the 
second quarter of the year, but continued to the end of 
1958, as shown in table 75. The improvement in the 
reserve positions of the western European countries 
and Japan, shown in table 74, was correspondingly 
marked—and contrasted strongly with the unfavour- 
able developments that had led to a monetary crisis in 
the third quarter of 1957. The inflow of gold into the 
United States beginning in the fourth quarter of 1956 
had led to widespread discussion of the re-emergence 
of a dollar gap, and the resumption of gold outflow 
from the United States was quite unexpected, especially 
in view of the recession. The significance of the move- 
ment, both for the United States and for the countries 
that have increased their reserves, will be examined in 
the sections that follow. 


Table 75. United States Balance of Payments, 1957 and 1958, by Quarter 


(Millions of dollars; seasonally adjusted) 


a ELE EEE 


Increase in 
foreign 


et US ‘'xports O; ‘oreign Error: old and 
pone spake | Unilateral (etree Total oa hi! ‘alle and 3 Total oulae 
Period services* transfers» movement payments services» capital omissions receipts assels 
1957 
i bf, he ee 5,079 949 766 6,794 6,856 166 Sd 7,022 —605 
ait mad Sy echiennems 5,188 883 1,065 7,136 6,709 IDPAR 197 6,836 103 
Third quarter. ....... 52oo 779 567 6,581 6,592 18 310 6,610 —339 
Fourth quarter....... 5,205 645 827 6,677 6,319 50 —8 6,369 316 
1958 
fi 5,685 589 
{erase vets 4,917 787 759 6,459 5,666 19 185 f 
eee ee egerer 5,090 Tite, 822 6,691 pilots: —5 8 5,728 oe 
Third quarter........ 5,216 779 810 6,805 5,818 —26 ise 5,792 ao 
Fourth quarter....... 5,435 762 700 6,897 5,858 aii 18 5,893 


Source: United States Department of Commerce, + eid of Current Business, March 1959. 
Including government military expenditures abroad. ia’ seh 
b redadee calars grant aid and exports of goods and services in connexion with such aid. 
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THE INFLUENCE OF THE Unirep STATES RECESSION 
ON TRADE AND PAYMENTS: A COMPARISON WITH 
PREVIOUS POST-WAR RECESSIONS 


The behaviour of the United States balance of pay- 
ments during the 1957/58 recession leads inevitably to 
the question whether there has been a basic change in 
the pattern of response-oftrade and payments from 
that which had—been—observed in the two previous 
Unite Ssions; or Whether, instead, the 
explanation of such unexpected phenomena as the out- 
flow of gold lies in circumstances which are not, 
perhaps, directly related to the United States recession, 
and may not, therefore, recur in a future recession. 


At first sight, it would appear that there is much 
weight in the first of the above explanations. As will be 
shown below, the share of the recession-sensitive com- 
modities—especially raw materials—in total United 
States imports has been declining, whereas that of 
recession-resistant finished manufactures has been in- 
creasing. On the export side, it has been suggested that 
the sharpness of the decline in United States exports 
in the 1957/58 recession may have been in some part 
attributable to a progressive loss of competitiveness of 
United States manufactures owing to a more rapid rise 
in production costs than in other industrial countries. 
To the extent that these factors are important, they 


would support the conclusion that the impact of 


United States recessions upon the trade and payments 
of other industrial countries is much less to be feared 


than in the past, and that the gold outflow is evidence 
of a growing weakness in the dollar. 


_ Closer examination of the data suggests, however, 
that this interpretation of the changes that have taken 
place calls for important qualifications. Although there 
have been some changes in the structure of imports 
tending to reduce the impact of United States reces- 


sions upon imports, there have been other develop- 
ments tending to produce the opposite result. The 
altered behaviour of exports seems to be due partly to 
special circumstances and partly to the fact that in 1958 
the level of internal demand in the other industrial 
countries was declining, whereas in 1949 and 1954 
expansion continued in these countries throughout the 
United States recessions; although loss of competitive- 
ness may have played some part in some particular 
instances in 1958, this factor does not appear to be of 
great importance. 


Commodity imports 


It is true that the decline in commodity imports 
during the most recent recession was smaller than 
during either of the two preceding recessions. The value 
of commodity imports af the m of the latest 
recession was under one and a half per cent lower than 
a year earlier, whereas in 1953/54 the corresponding 
decline amounted to about two and a half per cent, and 
in 1948/49 to 5 per cent. 


It is also true that the commodity composition of 
imports has changed, as has the reaction of individual 
commodities to declining demand. The shares in total 
imports of the most sensitive commodity groups— 
non-ferrous metals and other industrial materials 
except petroleum—have declined by eight percentage 
points since 1953, and the share of finished manu- 
factures has risen by a similar amount, as shown in 
table 76.28 Furthermore, imports of finished manu- 
factures showed a greater resistance to the most recent 
recession than to the two earlier ones. These changes 
have indeed been in a direction that would reduce the 

** The table shows commodity composition in the second 
quarters of 1948, 1953 and 1957. The changes in composition 


that appear would be approximately the same if based upen 
data for the entire years 1948, 1953 and 1957. 


Table 76. United States Merchandise Imports in Three Recessions* 
ee 


Percentage change from peak to trough 


Percentage composition of imports —— ee 


Item Second Second 
quarter quarter 

1948 1953 

HGOUSEULIG ne aeten terete niet rte ae 27.8 29.2 
Colteer ence eae nent 9.5 11.6 
Other foodstuffs........... 18.3 17.6 

Crude materials and semi- 

MIE TONUNIERENONE S| 5 Gah ora eee 59.1 aoe 
etrolelinin anne snes eierre  an 5.8 6.4 
INGWis PIU auc tacion tai sv Ax 6.1] 5.4 
Non-ferrous metals........ 9.4, 13.6 
Opera we ees eee Was) 30.8 
Finished manufactures... .... Louk 14.5 
Automobiles.............. 0.5 0.6 
Dida (cig erercat eae wn ete eth ce 12.7 13.9 
TOTAL MERCHANDISE IMpoRtTS 100.0 100.0 


United 
Affairs, based on United States Department of 


Source: Nations Bureau of Economic 
Commerce, World Trade Information Service, part 3 


and predecessor publications. 


= Second Second Second 
Second quarter 1948 quarter 1953 quarter 1957 
quarter to second to second to second 
1957 quarter 1949 = quarter 1954 quarter 1958 
23.6 7.4 15.4 19.1 
8.9 2.5 26.0 10.3 
14.6 9.9 9.0 24.4 
Jove —9.9 —12.7 —14.8 
12.1 15.6 9.3 |S 
5-3 8.3 —1.7 —6.3 
11.2 Soul —l]1.] —20.1 
Zo. —27.8 — 19.7 —21.7 
22.7 —6.2 moe 9.3 
ees — 73.8 —16.7 95.0 
20.4 —10.5 3.6 4.0 
100.0 =n —2.4 —13 


win Because of the problems arising from seasonal- 
ity of the trade data, the timing of peaks and 
troughs adopted here differs slightly from that 
employed in the discussion of the domestic een 
omy above. 
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magnitude of any recession-induced decline in imports. 
But examination of table 76 also reveals a number of 
offsetting changes, together with some developments 
that cannot be ascribed to the United States recession. 


markably recession-proof. Particularly striking is the 
case of automobiles, imports of which rose from a little 
over one per cent of United States production, in 
numbers of vehicles, in 1957 to nearly 8 per cent in 
1958. It is, however, possible that the recent perform- 
ance of automobile imports has been influenced in part 
by special factors which may be of a temporary char- 
acter, such as the relative lack of competing domestic 
products thus far. Total imports of all goods other than 
automobiles declined by 2.5 per cent in [958—approxi- 
mately the same percentage decline as in 1954; the 
corresponding drop in 1949 was 5 per cent. The share 
of other finished manufactures in total imports has 
also continued to rise, and they too are highly resistant 
to declining demand. 


With respect to raw materials, there appears to have 
been a change in the relationship between domestically 
Neal er rted sunlit the non Tetois 
metals, resulting partly from an expansion of the 
interest of United States companies in overseas produc- 
tion. There has been a tendency for the impact of 
declining demand to fall more heavily on domestic 
production than in the past, as shown in the following 
table. Price developments have been important in pro- 
ducing this result, especially for copper, lead, and zinc; 
the sharp decline in import prices from the middle of 
1957 to the middle of 1958 greatly accentuated the fall 
in the value of imports. At the same time, the fall in 
prices also contributed to the substitution of imports 
for domestic production, so thatthe fattin volume was— 
probably somewhat less than might otherwise have 
occurred.?9 


Copper, lead, zinc, and aluminium 


(Percentage change in volume) 


Domestic 
production Imports 


Second quarter 1953 to second quarter 1954 


Copper, lead and zinc.............-. —7 —21 
Aluminium and bauxite............. 21 16 
TOTAL 5) —17 

Second quarter 1957 to second quarter 1958 
Copper, lead and zinc.............-- —17 —12 
Aluminium and bauxite............. —13 48 
ToraL —15 —9 


Source: United Nations Bureau of Economic Affairs. 


Despite this greater stability of imports in relation to 


domestic production, however, the decline in the value 


2 In some cases there were tax advantages for the producing 
companies in maintaining imports rather than domestic pro- 
duction. 


of imports of non-ferrous metals in 1958 was nearly 
double what it was in 1954, while in 1949 imports of 
non-ferrous metals were higher than a year earlier. 
Government stockpiling activities were a major factor 
in the rise in imports in 1949, In both 1954 and 1958, 
on the other hand, strategic stockpiles were being 
reduced, and their impact upon raw material imports 
was about the same. The share of non-ferrous metals in 
total imports, although it declined from 1953 to 1957, 
was still in 1957 considerably above the 1948 level. 


There have also been substantial changes in imports 
of petroleum in a direction which might be expected to 
increase the drop in total imports in a recession. There 
has been a strong upward trend in imports of petroleum 
which has helped to moderate import declines during 
the post-war recessions. However, as the share of 
petroleum imports has risen—and the potential moder- 
ating effect with it—the impact of any slackening in 
demand upon domestic producers has_grownikewise. 
In 1948, petroleum imports rose as the recession 
progressed; and in 1953 they also rose, but significantly 
less. In 1958 there was very little increase in petroleum 
imports, largely as a result of the operation of a 
voluntary import quota system—the introduction of 
which was in part a response to the state of domestic 
demand. 


The share in imports of other raw materials and 
High Ca GIT EST RRR AIPTET RTT ie 
wood and wood products, wool and iron and steel—has 
been declining rapidly. In the aggregate, this group 
continues to be one of the most sensitive, although the 
particular commodities responding most to declines in 
demand have changed from recession to recession. In 
1948/49, the largest drop occurred in imports of wool 
and paper base stocks, and a substantial part of the 
decline was accounted for by falling prices. In 1957/58, 
however, these commodities fell very little, but there 
were large declines in imports of crude rubber and of 
iron ore and iron and steel mill products. In the case of 
crude rubber, the difference in behaviour reflects 
differences in government stockpiling activities; iron 
and steel mill products are a group in which imports 
have only in recent years become significant. The fall 
in price in these particular commodities was small. 
Thus more of the drop in the import value of this 
group in 1958 was due to declining quantities, and less 
to price. 


The effects of changes in imports of foodstuffs are 
hard to classify. In all three recent recessions, imports 
of foodstuffs have increased despite the fall in over-all 
demand—by nearly one-fifth in 1958. But the effect of 
this pattern of behaviour of food imports has been 
reduced by a considerable drop in their share of total 
imports. The value of the increase in imports of food- 
stuffs in the course of the 1957/58 recession was twice 
as large as the value of the increase in finished manu- 
factures. However, a rise in food imports during a 
recession can only be due to chance factors—such as 
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the temporary meat shortage in the United States in 
1958—and therefore cannot be relied upon for future 
occasions; chance factors could, of course, just as well 
operate in the opposite direction. 


It is thus extremely difficult to draw any clear con- 
clusion about the nature of the changes that have taken 
place in the structure of merchandise imports. The 
share of the recession-sensitive industrial materials has 
declined, but at the same time some of them seem to 
have become more sensitive, especially since 1954. Of 
the apparently recession-proof group, those whose 
resistance has been greatest—foodstuffs—have a de- 
clining share, and some of those whose shares have 
risen most since 1953—such as _petroleum—have 
shown less resistance to the current recession. Finished 
manufactures other than automobiles, the share of 
which also increased substantially, exhibited approxi- 
mately the same behaviour in 1957/58 as in 1953/54. 
Only automobiles have, since 1953/54, increased both 
their share in total imports and their resistance to 
declining demand; but automobiles do not by them- 
selves provide an adequate basis for drawing conclu- 
sions about structural shifts in imports in their rela- 
tionship to future recessions, especially since special 
factors may have been involved in the spectacular rise 
in imports of cars in 1958. 


Thus, to the extent that there has been a structural 
shift in United States imports that offers other coun- 


recession on the primary producing countries as a 
whole was cushioned by the behaviour of foodstuffs, 
but this cannot be depended upon in the future. More- 
over, in assessing the impact of the changes that have 
taken place in the structure of United States imports, 
it is important to bear in mind that finished manu- 
factures, despite their increase, are still less than a 
quarter of the total, and automobiles account for little 
more than 2 per cent. Industrial materials amount to 
more than one-half. There is consequently no reason 
to suppose that a somewhat more serious recession 
would not result in a much more significant drop in 
imports; nor that the chance factors which happened 
to slow down the decline in 1958 might not operate 
perversely on another occasion. 


Commodity exports 


Changes in exports, although not entirely unrelated 
to the state of the domestic economy, depend to a much 
greater extent on what happens elsewhere. It is not 
surprising, therefore, that their behaviour has differed 
much more from recession to recession than has the 
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behaviour of imports. The year 1958 provided the first 
occasion since the war on which a United States 
recession of significant proportions coincided fairly 
closely with a slackening in demand in the other indus- 
trial countries. This, combined with the disappearance 
of the abnormal demand for United States exports*? 
that followed the Suez crisis, led to a fall of a little less 
than 20 per cent in the value of United States exports 
from the first half of 1957 to the corresponding period 
of 1958. In 1953, the pattern of developments was very 
different. The end of the Korean boom was felt much 
earlier in the rest of the world than in the United 
States, and by the time the post-Korean recession 
developed in the United States in the second half of 
1953 demand was expanding once more in western 
Europe, and United States exports had begun to mse 
again. Similarly, in late 1948 and early 1949 exports 
were rising although mainly in connexion with aid 
under the European Recovery Programme. 


Three-quarters of the decline in United States ex- 
ports in,1958 occurred in a relatively concentrated 
group of commodities, which in 1957 accounted for 
approximately one-quarter of total exports. From the 
first nine months of 1957 to the first nine months of 
1958, the declines were as follows, in millions of 
dollars: ; 


Base metala and scrap... :ws--wne wes sud eee — 596 
Coal cy tanss§ «om ae angers sabres ae ee —249 
Raw Coton. ..<ss<s5eccaas 5s oso 0e ca ea ees —296 
Petrolewit and Prods, dade eee anon wean —314 
Wheati.. ... cd ov eecteee see bag eh ce ete —175 
Construction and mining machinery, trucks and 
PACIORS 5.05 wsuldov.» terean adam mae 291 
TotraL— 1,947 
Other exports isi ied, lives epee —626 


TOTAL EXPORTS — 2,573 


The drop in petroleum exports, almost all in ship- 
ments to western Europe, was due to the reopening of 
the Suez Canal. Exports of petroleum to western 
Europe were insignificant in 1956, and they fell again 
to very low levels after the middle of 1957. But in the 
first half of 1957 they amounted to $225 million. Raw 
cotton exports, similarly, rose to abnormal levels in 
1957, primarily as a consequence of United States 
surplus disposal activities. Wheat exports in 1957 were 
affected not only by surplus disposal activities in the 
Far East, but also by the poor harvests in western 
Europe in 1955 and 1956. 


In the remaining three categories, the ~mest- im- 
portant factor was declining demand inthe importing 
countries. More than half of the decline in exports of 
metals was in exports to Japan, where imports of metals 
were reduced to approximately 10 per cent of their 
level in the preceding year; this was true, however, not 
only of metals imported from the United States, but 


30 Both here and in the remainder of the chapter United 
States exports are considered exclusive of military aid shipments. 
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salso of those obtained from other sources. Exports of 
metals from the United States to Canada likewise fall 
roughly in proportion to exports of metals from other 
countries to Canada. United States iron and steel 
exports to western European countries did, however, 
fall somewhat more than their own exports to one 
: another. Here it is possible that possible that United States exports 
constitute a marginal source of supply. It does not 
appear that these exports are more vulnerable to a 
decline in European demand than they used to be; in 
the western European recession of 1952/53, United 
States exports of base metals to western Europe de- 
clined by over 50 per cent, while in 1958 the decline 
was 22 per cent. Much the same is true of United 
States exports of coal to western Europe. The decline 
in United States exports was somewhat greater than 
that in intra-European trade in coal, but was far smaller 
than it had been in 1952/53. Of the remaining group— 
construction and mining machinery, trucks and trac- 
tors—three-quarters of the decline was in exports to 
Canada, reflecting primarily the end of the boom in that 
country. Since about 90 per cent of Canada’s imports 
in these categories come from the United States, the 
other industrial countries were very little affected. 


It will be clear from the foregoing that the signifi- 
cance of any decline in United States competitiveness 
in the drop in exports in 1958 cannot have been very 
great. It could not, in fact, have been of any appreci- 
able importance in the export declines thus far con- 
sidered, and could at best have been responsible only 
in part for the residual decline of $626 million shown 
in the above table; the most important factor even in 
this decline was almost certainly the fall in demand 
abroad. 


Available data do suggest that United States export 
prices for finished manufactures may have risen rela- 
tively to those of the Federal Republic of Germany 
during the past two or three years—and the United 
States, like other industrial countries, has certainly 
lost ground relatively to the Federal Republic in export 
markets for these goods. There is also some evidence 
that United States prices for machinery and equipment, 
which have a large weight in exports, may have in- 
creased more than in certain of the other western 
European countries, although lack of comparability 
seriously limits the conclusions which can safely be 
drawn from this evidence. Possibly of more importance 
is the fact that the delivery schedules of certain 
European countries—which had been fairly tight dur- 
ing most of the boom period, especially for engineering 
products—may have improved in 1957 relatively to 
those of the United States, where the supply position 
had been easier all along. With the fall in demand in 
1958, delivery dates have shortened further every- 


where. 


Capital movements 


‘The role of capital movements has varied consider- 


ably during the three post-war United States recessions, 
depending primarily on the course of business confi. 
dence and to a lesser extent on the changes in economic 
activity abroad. In the course of the 1948/49 recession 
as a whole, capital movements exerted a depressing 
influence nearly as great as that of the change in the 
trade balance, because of a loss of confidence in the 
stability of European currencies. Net United States 
private capital exports fell just as much, in absolute 
magnitude, as did imports, so that the drop in total 
payments other than government grants and transfers 
was double the magnitude of the fall in imports. At the 
same time, there was a considerable inflow of specula- 
tive capital from other countries, which reached a peak 
during the payments crisis preceding the devaluations 
in the third quarter of 1949. In 1953/54, on the other 
hand, there was no loss of confidence; on the contrary, 
United States capital exports, like merchandise exports, 
rose in response to the expansion of activity elsewhere 
coupled with the general feeling that the European 
economies were now much more securely based than 
in 1949. Over the course of the United States recession 
the increase in capital outflow was greater than the fall 
in imports, so that total United States payments rose. 
In 1957/58, capital movements as a whole exerted less 
influence than in the two previous recessions; United 
States capital exports declined slightly, as noted above, 
but so did the inflow of foreign capital. These develop- 
ments are in line with what might have been expected 
in view of the fact that the United States recession was 
accompanied by a slackening in business activity 
throughout most of the world. 


In summary, therefore, it appears that, although 
there have been _some changes in the structure of 
eee eee 
of an enduring nature, these changes do pot go very 
far towards explaining the apparently paradoxical 
behaviour _o tes balance of payments 
during 1958. Of much more importance in accounting 
for what happened in 1958 was the economic setback 
in Canada and Japan and the coming to an end of the 
boom in western Europe, and the effect which these 
developments had on the demand for imports from the 
United States. The western European slackening rein- 
forced the effect of the North American recession upon 
the export_earnings of primary producing countries, 
which therefore also reduced their imports from the 
United States. These factors, together with the removal 
of the abnormal demand for United States exports that 
followed the Suez crisis as the more usual channels of 
irade were restored, are sufficient to explain most of 
the developments. They do not, in themselves, offer 
any important guidance for the future, since they sug- 
gest that western Europe avoided balance of payments 
problems in 1958 partly by holding back its own busi- 
ness activity, and partly by transferring the problem to 
the primary producing countries in the form of falling 
commodity prices. To the extent that measures restrict. 
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ing economic activity in western Europe and Japan 
were prompted by balance of payments considerations, 
this does not necessarily represent an improvement In 


economic health, especially since it is impossible for all 
balance of payments positions to improve simultane- 
ously. 


Outlook® 


Economic activity in the industrial countries was 
rising at the beginning of 1959, and the upturn is 
expected to continue. Available indications are that the 
rate of economic expansion during the next year or so 
will be limited only by the level of demand. On the 
supply side, although the three main factors determin- 
ing the scope for *xpansion—namely, productive 
capacity, labour supply and the foreign exchange 
reserve position—vary in their relative importance for 
individual industrial countries, these countries are in 
a position to support rates of expansion at least com- 
parable to those achieved during the last boom, It is, 
however, too early as yet to judge whether the current 
recovery will be as powerful or as prolonged as those 
which followed the 1952 setback in western Europe 
and the 1953/54 recession in North America. 


Productive capacity had been expanding more 
rapidly than total output for several years-prior to the 
recent recession, and the economic dechne—in—1958 
added further to the excess capacity which had-been 
gradually accumulating. While estimates of excess 
capacity have to be treated with caution, it seems 
reasonably safe to conclude on the basis of the avail- 
able information that in most of the major industrial 


countries productive capacity 1s adequate for an expan- 
sion of output at well above the average rate of the last 
few years. In the United States it has been estimated 
‘that the degree of utilization of capacity in manu- 
facturing was little more than 70 per cent in April 1958 
and was still not much above 80 per cent in March 
1959.32 Considerable excess capacity also existed in 
basic materials. A similar situation prevails in Canada, 
especially in the raw material processing industries. In 
the United Kingdom it has been estimated that capacity 
utilization in several major industries is of the order of 
80 per cent or less.’ In other industrial countries in 
western Europe, where the rate of growth of output 
over the last few years has been much faster, on the 
whole, than in the United Kingdom, the degree of over- 
all excess capacity is probably less. But it is. still 
apparently substantial, even in the Federal Republic 
of Germany, where in spite of a very high rate of 
growth for several years, the degree of utilization of 
capacity is estimated to be about 10 per cent below the 


1955 level. 34 


31 Based in part upon replies of Governments to the United 
Nations questionnaire of November 1958 on economic trends, 
problems and policies. 

82 See “Business Plans for New Plant and Equipment”, 12th 
Annual McGraw-Hill Survey, April 1959. 

33 National Institute of Economic and Social Research. Eco- 
nomic Review (London), January 1959. 

54 Based on data supplied by the IFO—Institut fiir Wirt- 
schaftsforschung There 


In particular sectors of European industry, of course, 
spare capacity may be relatively limited so that much 
will depend on the pattern of growth of demand that 
can be expected. Even in steel and engineering, how- 
ever, bottlenecks are less likely to occurthan in the 
previous boom because of the considerable additions to 
capacity in these industries during the last few years,5 
and the heavy i pat of 
coal during the past year has provided a large reserve 
against any future expansion of demand. If specific 
shortages nevertheless develop, western Europe is jn 
an even stronger position than in the past, from a 
balance of payments point of view, to purchase the 
necessary supplies overseas, as will be shown below. 


The labour supply is likewise generally adequate to 
permit rates of growth in 1959-1960 at least equal to, 
if not above, the high rates achieved during the last 
boom. In Belgium, Canada, Norway, the United King- 
dom and the United States the proportion of the labour 
force hat iz unemployed tm aemiceatie hele. aa 
in Japan and Sweden is no lower—than at the beginning 
of the last period of expansion. Only in Denmark, the 
Federal Republic of Germany, France, Italy and the 
Netherlands are unemployment ratios lower than at the 
beginning of 1953, and in all these cases except pos- 
sibly the Netherlands, the absolute level of unemploy- 
ment is sufficiently high, or the scope for expansion of 
the industrial labour force sufficiently great, to make it 
unlikely that the supply of labour would impose any 
constraint upon the growth of output for some con- 
siderable time to come. These considerations are rein- 
forced by the fact that in most countries average hours 
worked in manufacturing at the beginning of 1959 were 
lower thanat the corfecponding pemedet THE Sree 
upswing. 


Productive capacity and the labour supply are there- 
fore both entirely adequate to permit rates of growth 
in the industrial countries at least as high as those 
which were recorded during the last upturn. This means 
that the average annual increase of over 8 per cent in 
western Europe’s industrial production from 1952 to 
1955 (over 7 per cent, excluding the Federal Republic 
of Germany) represents a fully attainable and rather 
conservative target for western Europe at the present 
time. Although a similar rate of increase was not re- 


35 It has been estimated that in the countries of the European 
Coal and Steel Community steel production in 1958 was at 
about 80 per cent of capacity, and that in the United Kingdom 
it was at about 75 per cent of capacity. Even in France, the only 
major steel producer to show an increase in steel output in 
1958, steel production in the early months of 1959 was well 
below the corresponding months of 1958. 
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corded in North America during those years owing to 
the 1953/54 recession, the extremely rapid tempo of 
expansion recorded in that area at other times, as for 
example in 1955, suggests that a comparable target as 
for western Europe is physically attainable during the 


period ahead. 


Nor should balance of payments considerations cre- 
ate any serious obstacles to the realization of these 
objectives, provided that all countries move in step. 
It is true that in some countries the recent increase in 
foreign exchange reserves has represented largely a 
reversal of preceding outflows. Moreover, much of the 
improvement in western Europe’s trade balance in 1958 
was due to the fact that while the terms of trade im- 
proved as a result of lower import prices, the adverse 
effect on exports resulting from the consequential 
slackening in import demand of primary producing 
countries is subject to a time lag. There is, therefore, 
a possibility that as recovery proceeds in North Amer- 
ica and western Europe the terms of trade will deterio- 
rate and the volume of imports will rise just as the 
volume of exports is beginning to decline. Nevertheless, 


there is no doubt that western Europe’s foreign _ex- 
change reserves and external balance as a whole are 
much more Capable of permitting increases in imports 
thar they ‘were at the oulset of the last boom, when 
reserves were barely more than half of their present 


level and when the current balance of the European 
Payments Union area was heavily in deficit. 


Even if allowance is made for the secular growth in 
imports that has taken place over the past few years, 
the foreign exchange position of western Europe as a 


whole is sll fetier than during the 1953 reoxery 
It should, however, be borne in mind that the growth 
in total western European exchange reserves has been 
very unevenly distributed among countries, the Federal 
Republic of Germany alone accounting for about half 
of the approximately $10 billion increase between the 
end of 1952 and the end of 1958. In relation to the 
value of average annual imports the reserve position 
of France and the Scandinavian countries appears to 
have deteriorated slightly over this period. In the case 
of France this was drectargely to a speculative outflow 
of funds in 1958 which has since been reversed. At the 
same time the Scandinavian countries, which have gen- 
erally had the narrowest foreign exchange margin to 
work with, have recently expressed confidence that the 
reserve position will not be an obstacle to expansion. 


How far the potential for expansion suggested by the 
available supply of resources of all kinds is, in fact, 
realized will depend on the state of demand. Here the 
evidence suggests some advance in 1959, but in most 
countries at a rather more leisurely pace than might 
appear to be warranted on the side of supply. 


Business investment expectations seem, on the 
whole, to be somewhat more favourable in North 
America than in western Europe. Recent surveys of 


business intentions in Canada regarding expenditure 
on plant and equipment suggest a slight decline in 19595 
but in the United States such expenditure is expected 
to rise by about 5 to 6 per cent in 1959, It is reported 
that much of the contemplated outlays are for purposes 
of modernization, where the emphasis is on cost reduc- 
tion rather than on expansion of capacity, so that the 
current relatively high level of excess capacity exerts 
less restraining influence. It is also likely that the recent 
increase in corporate profits in the United States will~ 
have a favourable influence ori rstons by 
improving expectations as to future business prospects 


and providing internal funds for investment purposes. 


In western Europe, on the other hand, even though 
surplus capacity is apparently less extensive than in the 
United States, there is less prospect that business fixed 
investment will show any significant increase in 1959; 
and such increase as takes place will be concentrated 
in public investment. In the United Kingdom, the latest 
surveys of business investment intentions prior to the 
recent budget indicate that an expected rise in invest- 
ment in distribution and services in 1959 will be offset 
by a 10 per cent fall in investment in manufacturing; 
however, the 1959 budget concessions should improve 
the general climate of expectations and should provide 
some direct stimulus to investment through the rein- 
troduction of investment allowances on a temporary 
basis. Investment in those sectors of manufacturing 
industry which are experiencing excess capacity is ex- 
pected to fall in several other countries, such as France, 
the Netherlands and Sweden; this will probably be 
offset only in part by the expansion that may develop 
in other sectors, such as chemicals, automobiles and 
steel production in France, and transport equipment 
and distribution in Sweden. In very few countries— 
chiefly Denmark and the Federal Republic of Ger- 
many—is it expected that business fixed investment as 
a whole will expand to any significant extent, and in 
the Federal Republic this expectation is based largely 
on the improved situation in the capital market and the 
influence of the developing European Economic Com- 
munity—stimuli which might be insufficient in the 
absence of a generally expansive environment. 


Any lag in private business fixed investment in west- 
investment, which is more important than in the 
United States, since it includes not only public or sub- 
sidized housing, road expenditures and so forth, but 
also the capital expenditures of nationalized industries. 
In most western European countries, public investment 


is likely to form the bulk of the increase in total fixed 
investment in 1050, In the United Kingdom, higher 
capital outlays are envisaged in coal, electricity, rail- 
ways and roads and there may also be a rise in public 
housing expenditure. Total public investment in the 
fiscal year 1959/60 is expected to be almost 10 per cent 
greater than in the previous year. In France, a basic 
feature of the economic policy measures recently 
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adopted has been the attempt to raise investment, par- 
ticularly in nationalized industries or in industries 
partly dependent on government funds for expansion 
of capacity. Increased public investment will also occur 
in most other countries, particularly in Sweden, where 
it is expected to be about 8 per cent above the 1958 


level. 


One sector of fixed investment which may increase 


in the United States and_in_ western Europe alike is 
residential construction. In the United States, however, 
concern has been voiced in the building industry over 
rising interest rates and the growing difficulty of obtain- 
ing mortgage financing. Expectations are nevertheless 
for a higher level of housing expenditure in 1959 than 
in 1958, though some fall in such expenditure may 
occur in the second half of the year, especially if credit 
conditions do not ease. 


Private expenditure on housing will probably rise in 


most western European countries, the chief exception 
being France. In the United Kingdom, the increase in 
housing starts towards the end of 1958 should bring a 
rise in housing expenditure in 1959 which is likely to 
be maintained as a result of the improved liquidity posi- 
tion of building societies and anticipated government 
loans to the societies later in the year. In the Federal 
Republic of Germany, a favourable order book situation 
and improved financing possibilities should also lead to 
an increase in housing construction in 1959. Similar 
increases in private housing are expected in Denmark, 
the Netherlands, Norway and Sweden. 


Most western European countries do not, however, 
expect the rise in public investment and in private resi- 
dential construction to do much more thar offset the 
decline in fixed investment in other sectors of the 
economy. For example, total real fixed investment is 
expected to remain more or less unchanged in 1959 in 
the Netherlands, to rise very slightly in the United 
Kingdom, and to show increases of about 2 to 3 per cent 
in France, Norway and Sweden. It should be noted, 
however, that while in some countries the probable 
rates of increase of total fixed capital formation are 
even lower than last year, in others, such as the United 
Kingdom, where there was no increase, or in the Neth- 
erlands, where fixed investment fell substantially last 
year, the changes envisaged for 1959 constitute some 
improvement. Nevertheless, in the absence of a marked 
revival in activity leading to a substantial absorption 
of existing spare capacity, or of special government 
mezsures to stimulate private investment, it seems un- 
likely that total fixed investment in western Europe 
will give a major impetus to expansion in 1959, ~ 


The shift which has taken place in business expecta- 
tions both in North America and in western Europe 
should Tead to some reconstitution of stocks in 1959, 
In the United States, inventory liquidation, which had 
continued at a rapid pace through the third quarter of 
1958, came to a halt in the fourth quarter, and in the 
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first quarter of 1959 inventory accumulation reached 
an annual rate of $6 billion. Some of this was concen- 
trated in the steel-using industries, in anticipation of a 
steel strike, and to this extent was likely to be followed 
by some reaction later in the year. In western Europe 
there was a marked slowing down in the rate of stock 
accumulation in 1958 as a whole, especially if coal 
stocks are excluded, and a reversal of this process 
would provide some stimulus to the economy in 1959. 


However, the inventory swing is not likely to be as 
great in western Europe as in the Unite tates in 
{080 ar only beeatian af the wanes gece a 


inventory shift in the United States in the previous 


year. And even under the best conditions changes in 
stocks are unlikely to provide more than a temporary 
stimulus either in western Europe or in North America. 


For western Europe an important factor in business 
JU ch io tha cance ta ete ee above, 
the import capacity of the primary producing areas, 
which account for by far the bulk of European exports 
overseas, has been reduced by the fall in commodity 
prices in spite of greater exports of capital to some of 
these areas; and the rate of growth of western Europe’s 
exports to the rest of the world, which had been rapid 
up till 1957, slowed down considerably in the early 
months of 1958. But towards the end of 1958 these 
exports seemed to have revived somewhat. A sustained 
recovery in North America would be likely to bring 
about, sooner or later, an improvement in western 
Europe’s exports, both directly through the expansion 
in North America’s own import demand and indirectly 
through its effect on the capacity to import of primary 
producing areas. The immediate short-term outlook is, 
however, uncertain because, as indicated above, the 
possibility remains that the 1958 recession will produce 
a delayed impact on the import demand of primary pro- 
ducing countries just at the time when renewed expan- 
sion in the industrial countries is raising their import 
demand and turning back the terms of trade. Neverthe- 
less, even if this stage passes quickly, or is submerged 
by the general recovery, it should not be expected that 
the export sector will play the role in western European 
expansion far TOGY tat Te did ta thie mallee oyeat 


last boom. 


In the absence of any major stimulus from invest- 
ment or exports, either in western Europe or in North 
America, the prospects for an over-all rate of expansion 
equivalent to that of earlier years would depend on a 
faster growth rate in government current expenditure 
or in private consumption, or both. Taking into account 
the latest United States budget, it appears that total 
government expenditure on goods and services will in- 
crease about as much in 1959 as in 1958. However, the 
budget also implies a slight decline in expenditure from 
the first to the second half of the calendar year 1959, 
Together with any slackening in residential construc- 
tion and inventory accumulation—if these were to ma- 
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terialize for the reasons cited above—this could lead 
to a significant slowing down in the pace of recovery. 


In western Europe, higher government expenditures 
in 1959 are expected to result chiefly from the in- 
creases in public investment already mentioned. Gov- 
ernment civil consumption is likely to rise in most 
countries, but not by substantial amounts. In the 
United Kingdom some increased expenditures are en- 
visaged under the National Health Service and other 
miscellaneous items, and moderate increases in govern- 
ment civil consumption are expected in France, Sweden 
and the Netherlands. But, in general, these increases 
are too small to have more than a very limited impact 
on the business outlook. Defence expenditures are ex- 
pected to rise by a significant amount only in the 
Federal Republic of Germany, but even here the stimu- 
lus to domestic activity will be small since most of the 
additional spending will be allocated to military goods 
imported from abroad.%6 


There remains the possibility that private consump- 
tion might provide the stimulus to expansion which, in 
most countries, seems to be lacking in other sectors. 
However, in the absence of specific government meas- 
ures to raise personal disposable income through, say, 
reductions in taxes or increases in transfers, such a 
stimulus would depend entirely on how far consumers 
were prepared to reduce their rate of saving. There are 
at present no indications that such a development can 
be counted upon. 


It is unlikely that personal disposable income will 
rise as Geis Weel Gaipar in th put in the United States in 
1959, if only because the recovery in corporate profits 
will alnivst certainly be more rapid than in output. If, 
therefore, consumers were to spend the same propor- 
tion of their incomes as in 1958, or less, no additional 
impetus to a higher level of economic activity would be 
generated by consumer expenditure. The rate of per- 
sonal saving fell during the recession, as consumers 
failed to adjust their expenditures fully in line with the 
decline in personal disposable income. Sooner or later 
it is to be expected that the rate of saving will rise 
again,37 but it may not do so in the initial stages of a 
recovery if consumers seek to effect in 1959 the pur- 


chases of durable goods which some of them postponed 
in 1958.38 


In the light of past experience, however, it seems 
unlikely that any stimulus from reductions in personal 
savings would persist for any length of time, especially 
since consumer credit is not being relaxed further, not 
having been curtailed during the recession; in the latter 


36 Exports of the supplying countries will, of course, rise 
accordingly. 

37 Preliminary data suggest a rise in the ratio of personal 
saving to personal disposable income in the third quarter of 
1958, followed by a renewed decline in the fourth quarter. 

38 On the other hand, there may be a tendency for some con- 
sumers to postpone purchases of automobiles until late in 1959 
or 1960, in anticipation of the small 1960 model cars announced 
by the major producers. 


respect, the situation contrasts with 1955 when a sub- 
stantial easing in consumer credit occurred. 


In western Europe, where personal consumption 
rose faster-than-gross—national—produetin—1958. the 
same is not likely to happen agai in 1959, except pos- 
sibly in the United Kingdom. Ta the Federal Rencblic 
of Germany the Government expects consumption to 
advance less than total output in 1959 because of the 
continued strong tendency to save and a slightly re- 
duced rate of increase in income—the latter being due, 
in part, to a slower upward trend in government trans- 
fer payments, especially pensions. Consumption is also 
expected to rise more slowly than total output in 
Norway, despite the personal tax relief introduced at 
the beginning of 1959. An actual decline in the volume 
of consumption is planned in France, where real dis- 
posable income is expected to fall as a result of higher 
taxes, both direct and indirect, and reduced transfer 
payments. These declines appear to be related more to 
the desire to curtail the government deficit and to curb 
the expansion of demand than to limitations on the 
resources available. For the expected increase in total 
output is very small, in relation to spare capacity both 
in equipment and in labour supply. In the United King- _ 
dom, however, the tax concessions and abolition of 
hire-purchase restrictions mentioned earlier are ox- 
pected to lead to a rapid increase in consumption, which 
is likely to be the primary factor in the expansion of 


production. 


It therefore appears, on the basis of the foregoing 
discussion, that although the recovery is likely to con- 
tinue in the near future, it is doubtful whether the rate 
of expansion for the industrial grou of countries will 
phase of the last upswing, and it is likely to be well 
below the level which the available resources would per- 
mit. While government policies in several countries, 
particularly Belgium, the Netherlands, the Scandina- 
vian countries and the United Kingdom, have provided 
some stimulus to the economy, caution remains the 
keynote even in most of these countries. Elsewhere 
government policy is at best neutral with respect to a 
higher rate of growth. In the United States, credit be- 
gan to be tightened from August 1958, when industrial 
production was still 6 per cent below the previous peak. 


One of the major elements in governmental hesita- 
tion is the fear of price increases if the recovery ac- 
celerates. What is frequentlyteft-out-of account, _how- 
ever, is that while a higher rate of growth would tend 
to increase the pressure of demand in the raw material 
and labour markets, it would also permit a more rapid 
advance in productivity.** Moreover, productive ca- 
pacity in raw materials has increased much faster than 
demand for some years, so that the raw material supply 
position is likely to be easier during the period ahead 
than at the corresponding stage of the last boom. 


39 For an extensive consideration of this point, see United 
Nations, World Economic Survey, 1957, chapter 1. 
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Balance of payments considerations also continue 
to play an important part in the policies of western 
European countries towards economic growth, It is 
true that in many cases the introduction of converti- 
bility at the end of 1958 simply gave legal sanction to a 
situation that had been reached de facto some time 
earlier. Nevertheless Governments must be expected 
to take into account the fact that what was formerly 
only a customary practice—which could be set aside if 
the occasion warranted—has now become a forma] 
commitment. Moreover, the liberalization of trade and 
payments of recent years has prompted Governments 
to guard not only against excessive deficits on current 
account but also against actions which might prompt 
a decline in confidence and hence large-scale specula- 
tive capital transfers. The run on sterling in 1957 at 
a time when the strength of the current balance of pay- 
ments of the sterling area seemed beyond doubt was 
perhaps an outstanding case in point, and it has un- 
doubtedly influenced subsequent thinking. 


Of potentially even greater significance is the in- 


creasing preoccupation with balance of payments con- 
siderations of countries which had not in the past de- 


voted any attention to such considerations in the con- 
text of growth policy. The occasion for such concern 
in the United States is the large outflow of gold during 
the past eighteen months, although the ratio of gold 
reserves to short-term dollar claims held abroad has 
been declining continuously for many years. Indeed, 
as shown in chart 16, net United States reserves—gold 
holdings less net outstanding dollar liabilities—have 
fallen from about $16 billion in 1950 to about $8 billion 
at the present time. 


Viewed on any objective basis, however, the prospect 
of any danger to the United States economy from a con- 
tinuation of this trend seems rather remote. The United 
States reserve position is still stronger by far than that 
of any other major trading country—and the United 
States still holds more than half of the world’s mone- 
tary gold outside the Soviet Union. By way of com- 
parison, it is instructive to look at the Beton the 


other major international currence y. ing- 


dom’s gold and convertible currency eee ee are actu- 
ally more than £2 billion ($6 billion) Caritas than its 
outstanding sterling liabilities, as shown in chart 17. 
Confidence in sterling was, nevertheless, considered 
strong enough for external convertibility to be rein- 
troduced at the end of 1958. The importance of gold 
sales in the financing of recent United States balance 
of payments deficits seems to be largely due to the fact 
that the deficits have been incurred mainly with the 
western European countries, which traditionally have 
been more inclined than other countries to Paka pay- 


Chart 16. United States: Net Dollar Liabilities* 


and Gold Stock” 


(Billions of dollars) 
24 


A=Gold stock 
B= Dollar liabilities 


Source: Board of Governors of the Federal Reserve System, 
Federal Reserve Bulletin (Washington, D.C.). 


* Official and private short-term liabilities to foreigners less 
short-term claims on foreigners outstanding at end of year. 


> Treasury gold stock at end of year. 


ment in the form of gold rather than of dollars. There 
has not been any evidence of a flight from the dollar; 
in fact, in the course of 1958, when United States gold 
sales amounted to nearly $2.3 billion, holdings of short- 
term dollar assets by other countries also increased by 
over $1.1 billion, more than half of which was absorbed 
by the same countries in western Europe which were 
buying the gold. 


The events of the past eighteen months, although 
they do not constitute evidence of a loss of confidence 


in the dollar, may possibly indicate an increasing reluc- 
tance on the part_of Governments generally to hold 


reserves in the form of for ange, although it is 
too early to be sure of this. If such reluctance diniala 
increase, preoccupation with international liquidity 
problems might assume serious proportions, and Goy- 
ernments might be tempted to compete for scarce sup- 
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Chart 17. United Kingdom: Gold and Dollar 


Reserves and Overseas Sterling Liabilities* plies of gold by still greater restraints on economic 
Ts dé s 


activity than in the past. There is little to be said for 
allowing the rate of production of new gold to impose 
a limit on world economic expansion.‘9 Nevertheless, 
under the kind of régime of international trade and pay- 
ments which has developed in recent years, the rate of 
expansion everywhere is bound to be influenced pro- 
foundly by the pace set by the countries in a strong 
position on external account. Unless these countries 
are among the leaders in world economic expansion, 
the general environment may well become universally 
unfavourable to high rates of growth. No national pol- 
icy can avoid taking these international considerations 
into account. 


(Billions of pounds) 


40 Outside the Soviet Union during the past ten years, annual 
new gold production has averaged 2.5 per cent of the total 
monetary gold stock. 


A=Gold and dollar reserves 
B= Overseas sterling liabilities 
Source: United Kingdom Balance of Payments (London). 


« End-of-year data for both series; overseas sterling liabilities 
exclude non-territorial organizations. 


Chapter 6 


RECENT TRENDS IN PRIMARY EXPORTING COUNTRIES 


Changes in international trade 


THE COURSE OF EXPORTS 


In 1958, for the first time since 1952, the volume of 
exports from the primary exporting countries failed 
to expand. The immediate cause of this was the sharp 
recession in many branches of manufacturing in North 
America, a decline in building activity and a slowing 
down in the growth of several other industries in 
western Europe and an almost universal cutback in 
the output of textiles.! But the fact that exports were 
practically the same in volume in 1958 as in 1957 
represents not a sudden change so much as the cul- 
mination of a trend towards diminishing increments 
under way since 1955; an increase of 9 per cent be- 
tween 1954 and 1955 was followed by increases of 6 
per cent and 3 per cent. Exports to the industrial 
countries, indeed, reached a peak in volume in 1956; 
the aggregate was raised in 1957 only by increases in 
exports to the centrally planned countries and among 
the primary exporting countries themselves. This ex- 
pansion brought the total quantum to about 22 per 
cent above the 1953 figure, and this is the level that 
exports from the primary exporting countries again 
reached in 1958. 


The chief dynamic element in the growth of these 
countries’ exports was petroleum. Notwithstanding 
the slackening in the rate of expansion in 1956 and 
1957—eaused by the Suez crisis—the volume shipped 
in 1958 was well over 50 per cent above the 1953 
level. In contrast to this, the quantum of other pro- 
ducts shipped from the primary exporting countries 
increased by little more than an eighth between 1953 
and 1957, and between 1957 and 1958 the slow up- 
ward movement gave way to a decline, a small rise in 
food exports being insufficient to offset a sharp reduc- 
tion in exports of raw materials. 


Over the period 1953-1958, as a whole, rather more 
than a third of the export earnings of the primary ex- 
porting countries has been derived from foodstuffs 
(notably the beverage crops, cereals, fruit, meat and 
dairy products as well as tobacco) and rather less than 
a third from industrial raw materials (notably vege- 
table oils and oil-seeds, bres, rubber and ores). Manu- 
factured goods—chiefly textiles and refined non- 
ferrous metals—have provided _a_ steady one-seyenth 


‘ The decline in the demand for raw materials associated with 
the recession is discussed in chapter 5 and in United Nations, 
Commodity Survey, 1958 (sales number: 59.II.D.1). 
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of the total. Mineral fuels—yielding about a fifth of 
total proceeds over the whole period—have increased 
their contribution from a sixth to a fourth of the total, 
while the share of both foodstuffs and raw materials 
has slowly declined. 


During this period of diminishing rates of increase 
in aggregate export volume, the average unit value of 
exports of the primary exporting countries remained 
remarkably steady. It rose slightly during the supply- 
induced boom in beverage crop prices in 1954, began 
to weaken in 1956, but was raised again by the reper- 
cussions of the Suez crisis, and in mid-1957 again 
stood at the 1953 level. Thereafter, however, there 
was a rapid decline which reduced the index by 7 per 
cent in the course of a year. For 1958 as a whole, the 
combination of a static volume and a low e 


resulted in an average level of export earnings about 


6 per cent below the 1957 figure. 


This average decline of 6 per cent conceals a con- 
siderable range of movement: on the one hand, 
countries accounting for almost one-third of the total 
trade of the primary exporting group earned more from 
their exports in 1958 than in 1957; on the other hand, 
there were reductions of 10 per cent or more in export 
earnings of countries accounting for almost another 
third of aggregate trade (see table 77). The countries 
registering a significant decline in export earnings— 
over 3 per cent between successive years—accounted 
for about 52 per cent of aggregate trade in 1958, 
double the corresponding proportion between 1956 
and 1957 and almost four times the 1955 to 1956 
figure. 


In the first three quarters of 1958 export earnings 
were below the corresponding 1957 level in all regions 
except the Middle East, which was the only region to 
show a major increase in the volume of exports— 
about 12 per cent above the depressed 1957 figure but 
only 9 per cent above the more normal 1956 figure. 
There was also a rise—of about 3 per cent—in the 
volume of exports from Africa but this was more than 
offset by a decline in average price. In southern and 
south-eastern Asia a decline of about 5 per cent in 
unit value was accompanied by a reduction of about 8 
per cent in quantum. In Latin America the volume of 
exports was just about maintained, but average unit 
value was about 8 per cent lower. The sharpest decline 
in price—over one-fifth—occurred in Oceania where 
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Table 77. Primary Exporting Countries: Distribution of Changes in Export Proceeds* 
Sa a SL Scot i ae ala alee 


mes 1956 1957 1958» 
allo - . ee 
din Number o. vx por umber © vx por umber 0, Jax porl 
a 100) a fsa eee Mepniselh eee paced 
Desstthan QOas0: sc ea ee es ll 1,125 13 3,469 23 9,327 
AUR) che Dh a eee eee t 2,903 ll 4,196 16 5,319 
Bete LOD. 8 occ cnbisaes <r 16 7,173 12 4,760 le 9,235 
pS CLS he a eae ee 20 9,338 16 8,676 16 2,647 
PSone ch ufat, ahomcns s,s 15 6,664 ll 5,681 5 1,021 
PU AANIGCOVer. cet ce ie 13 2,042 19 3,274 5 784, 
TorTAL® 82 29,245 82 30,056 82 28,333 
Source: International Monetary Fund, Interna- which fourth quarter data were not yet available 
tional Financial Statistics (Washington, D. C.). for 1958. 
® Millions of dollars f.o.b. ° The countries included are those listed in 
> Calendar year in most instances, but year end- footnotes to table 80; they account for over 96 
ing in September for six smaller countries for per cent of the exports covered in chart 21. 


Chart 18. Indices of Change in Value and Quantum of Exports 
from Selected Regions 
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Source: Statistical Office of the United Nations and Bureau of Economic Affairs. 
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there was a 5 per cent reduction in quantum, and export 
earnings dropped below the 1953 rate. They fell almost 
to this rate in south-eastern Asia (see chart 18). 


As usual the principal reason for differences among 
countries in the movement in export proceeds lay in 
the difference in price behaviour among commodities 
and the concentration of spec *s in the 
exports of specific count pecific countries, though the impact of 
changes in commodity prices was modified in some 
cases by changes in the volume of exports of the major 
commodity and in others by changes in the volume and 


price of subsidiary exports. 


Among the few commodities whose average price 
in international markets was higher in 1958 than in 
1957 were cocoa, copra and palm kernels, rice, meat, 
fruit, sisal and—at least on an f.o.b. basis—petroleum. 
And it is among the countries in whose exports these 
products are prominent that increases in export earn- 
ings were recorded: in descending order, Iraq, Mozamb- 
ique, the French Cameroons, the Philippines, Costa 
Rica, Ghana, Honduras, Cambodia, Tanganyika, Kenya, 
Nigeria and China (Taiwan) all improved their export 
earnings by more than 5 per cent largely as a result 
of such price movements. In Iraq and in the oil-seed 
and fruit exporting groups, the gain reflects quantum 
increases also. There was an increase in quantum from 
the meat group, too, and in this case the price rise was 
moderated by reductions in the unit value of other 
exports, especially butter, maize and wool. 


Among the remaining groups of countries, export 
earnings were all lower in 1958 than in 1957—sub- 
stantially so in the countries whose major export was 
rubber, wool, sugar or metals and ores. Relatively 
smaller reductions occurred in the receipts of countries 
exporting mainly coffee, tea, sugar and cotton. The 
price effect was strongest in the case of exports of 


wool, sugar, non-ferro ; . cotton and 
coffee. In the case of the cotton exporters, earn- 


ings were prevented from following the sharp decline 
in the price of the longer-staple cottons by an expan- 
sion in volume not only of cotton exports—chiefly 
from Mexico but later in the year from Egypt (United 
Arab Republic)—but also of other commodities, 
notably rice from Egypt. In the countries exporting 
rice, tobacco and non-apparel fibres, proceeds also 
declined but this was almost entirely the result of 
quantum changes, while, in the case of tea exporters, 
it was largely a reflection of movements in the price 
and volume of trade in subsidiary commodities such 
as burlap and rubber. 


In many cases the movement of export earnings 
between 1957 and 1958 was a continuation of the 
movement in the preceding interval. Thus there were 
three successive increases in the earnings of the groups 
exporting chiefly meat, citrus, bananas, timber and 
petroleum, and three successive reductions in those 
of the non-apparel fibre group. The coffee, cotton and 
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metals and ores groups experienced their second suc- 
cessive decline. The major reductions in 1958, how- 
ever—in the earnings of exporters of wool, rubber, 
rice and tobacco—followed increases between 1956 
and 1957. In these instances, as well as in the case of 
countries exporting mainly coffee, tea, cotton, non- 
apparel fibres and metals and ores, export proceeds 
in 1958 were not only below the 1957 level but also 
below the level of 1956 and 1955 (see chart 19). In 
these groups were most of the countries whose earn- 
ings dropped by 10 per cent or more between 1957 and 
1958—Australia and South Africa in the wool group, 
for example, Viet-Nam, Indonesia and Malaya (rubber), 
the Republic of Korea, Bolivia, the Belgian Congo, 
Rhodesia and Peru (metals and ores), and El Salvador, 
Colombia and Brazil (coffee). In these cases the decline 
in earnings reflects the decline in commodity prices. 
In the case of Turkey (tobacco), Burma and Thailand 
(rice) and Pakistan (non-apparel fibres), on the other 
hand, quantum changes were largely responsible for 
reducing earnings. Reductions in export proceeds of 
over 10 per cent were also registered by some of the 
countries in the sugar group—Barbados, Cuba, Re- 
union and Mauritius, for example—but in this case 
the decline was from the exceptionally high level 
of 1957. 


TERMS OF TRADE AND IMPORT CAPACITY 


In the aggregate, the price index of primary com- 
modities in international trade declined by more than 
10 per cent between the first quarter of 1957 and the 
second quarter of 1958. Since the average export unit 
value of manufactures continued to rise during this 


period, there was a sharp deterioration in the terms of 
exchange between primary products and manufactured 


goods (see chart 20): by mid-1958 this price ratio was 
at its lowest post-war level and for 1958 as a whole it 
was 8 per cent below the 1957 figure and 24 per cent 
below the 1950 figure. The slight recovery in primary 
commodity prices that took place in the second half of 
1958 was accompanied by a slight reduction in the 
average price of manufactures: the result was a 2 per 
cent improvement in the terms of exchange compared 
with the first half of the year. 


These price movements are reflected in the terms 
of trade of the primary exporting countries. This ratio, 
computed as a weighted average, moved against the 
primary exporting countries both in 1957 and in 1958, 
but while between 1956 and 1957 the cause lay in the 
rise in import prices, between 1957 and 1958 it lay in 
the decline in export prices. Comparing 1958 averages 
with those of 1957, there was a reduction of from 6 to7 
per cent in export unit values and a reduction of from 
2 to 3 per cent in import unit values. Thus for the 
primary exporting region as a whole the deterioration 
in the terms of trade was again about 4 per cent (see 
table 78). 
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Chart 19. Indices of Prices of Selected Groups of Primary Commodities in 
International Trade and of Export Proceeds* of Selected Groups of 
Primary Exporting Countries? 
(1955 = 100) 
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Table 78. Primary Exporting Countries: Indices of Export and Import Value, Unit Value and Quantum, 


Capacity to Import and Terms of Trade, 1958 
(Corresponding period in 1957 = 100) 


Exports 


Imporls 


; i Terms 
Country group* = = . Capacity 
exporting mainly Total Unit Tolal Unit to of 
value” Quantum value value» Quantum value import trade 


Woolost nics muster ae ne aes 81 99 82 102 102 100 81 82 
Metalavant oresc an sriiieiene senna ine 86 102 84 87 86 101 85 83 
DUpar tons Ales atceecareus bene anarae 89 107 83 96 97 99 90 84 
Ribberd.> eco eee sce ote 81 95 85 89 92 97 84 88 
CGttOne yt ee rei he 99 ilies 88 118 74 122 96 103 92 
Cofceh: Bre treme ioc yee nae ate 93 100 93 84 90 93 100 100 
Ast aee Ste, asda. 5... erie Seger mine 92 95 97 80 82 7 95 100 
WPobacco le aie Ae Manas ous 88 9] 97 90 93 97 91 100 
OiliseGdske rove ooh ae eee 108 104. 104 100 100 100 108 104 
FTCA erect oo eee a Sous Mates 102 101 101 99 102 7 105 104 
Renn, 5 Gigennouaadeorecunk 102 98 104 91 92 99 103 105 
Gatto terra ct ies ate 102 101 101 97 105 92 lll 110 
IRICCS Maes he ese nne cocree ere eee 85 79 107 85 89 96 89 lil 
COGORR AR ary ane Pace 114 80 142 81 83 98 116 145 

AVERAGE, THIRTY- 

EIGHT COUNTRIES 92 99 93 94 97 97 95 96 


Source: Statistical Office of the United Nations and Bureau 
of Economic Affairs; International Monetary Fund, Jnternational 
Financial Statistics. 

® Comparisons are between calendar year data except as noted 
below. Group indices are derived from country indices weighted 
by the dollar value of 1957 exports. 

» Because of smaller coverage in respect of time and country, 
some of these indices differ slightly from those represented in 
table 80. 

° Australia, 9 months; New Zealand; South Africa; Uruguay, 
9 months. 

4 Belgian Congo, 11 months; Bolivia; Peru, 11 months; 
Rhodesia and Nyasaland, 9 months. 

® China (Taiwan); Cuba; Dominican Republic, 8 months. 


£ Malaya, 9 months; Viet-Nam. 

* Egypt (UAR), 9 months; Mexico, 9 months. 

4 Brazil, 7 months; Colombia; Costa Rica, 11 months; El 
Salvador; Guatemala, 9 months; Nicaragua. 

i Ceylon; India, 11 months. 

i Greece, 11 months; Turkey. 

« Nigeria, 9 months; Philippines. 

1 Ecuador; Honduras, 9 months; Israel; Panama. 

™ Traq; Venezuela, 9 months. 

n Argentina; Ireland. 

° Burma, 10 months; Thailand, 10 months. 

P Ghana, 9 months. 

4 In 1957 these countries accounted for about two-thirds of 
the trade of all primary exporting countries. 


Index Chart 20. Price Indices of Commodities in International Trade 
118 (1954 = 100) 
Manvfactures 
108 
104 
100 
96 
. Primary 
commodities* 
88 
Terms of 
F exchange” 
80 ‘ ! 
i ii iii iv i ii iii iv i ii iii iv i ii iii i 
lv 
1955 1956 1957 1958 


Source: United Nations Bureau of Economie Affairs; Statis- 
tical Office of the United Nations, Monthly Bulletin 
Statistics. : 


of 


* Including non-ferrous base metals. 

b Relativ hoes : . wes Be 

_» Relative purchasing power of primary commodities in terms 
of manufactured goods. 
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Among the groups of countries showing the sharpest 


worsening“in terms of trade between 1957 and 1958, 
those exporting mainly wool and sugar were the ones 
whose export prices had benefited most from the up- 
surge in prices at the turn of 1956/57. Conversely, the 
substantial gains of the cocoa, rice and meat groups 
between 1957 and 1958 as well as the smaller gains of 
the oil-seeds and fruit groups, followed a worsening in 
their terms of trade in the earlier interval. There was 
also a reversal in the petroleum group, but this was 
due chiefly to changes in the composition of exports 
from Venezuela: unit value declined somewhat during 
the upsurge in exports occasioned by the Suez crisis 
and recovered again in 1958. For several other groups, 
however—notably those exporting mainly rubber, 
metals and ores and cotton—the deterioration that oc- 
curred between 1957 and 1958 repeated the movement 
of the previous interval; it was a slightly smaller loss 
in the case of the metals group, but a greater loss in 
the case of the rubber and cotton groups. 


In the wool group, the deterioration in the terms of 
trade between 1957 and 1958 was sharpest in Australia 
and Uruguay; it was moderated to some extent in New 
Zealand by gains in the meat trade and in South Africa 
by the stabilizing effect of exports of gold, uranium 
oxide, fruit and manufactured goods. In the sugar 
group, price movements were largest in China (Tai- 
wan): on the export side this reflects the high propor- 
tion of sugar sold on the free market, but this was 
offset to some extent by the fact that imports from 
Japan dropped somewhat more in price than imports 
from other industrial sources. In the metal group, 
Rhodesia recorded the greatest loss: though the unit 
value of exports rose in the course of the year, at the 
outset it was about a fourth below the corresponding 
level of the preceding year, while import prices re- 
mained somewhat above the 1957 level. 

In most primary exporting countries import prices 


were lower in 1958 than in 1957. Indeed, in one or two 
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countries, the decline in import prices was sufficient 
to cause an improvement in the terms of trade. This 
was most markedly so in the case of Argentina and 
Brazil where the lower c.i.f. cost of petroleum and var- 
ious primary commodity imports helped to improve the 
terms of trade in spite of lower average export prices. 
In the tea group the decline in import prices in Ceylon 
and India just about counterbalanced a decline in ex- 
port unit value. Apart from Rhodesia, the major 
exceptions to the tendency for the average cost of 
imports to fall were in Australia and the Philippines. 
In the former, higher import prices accentuated the 
effect of lower wool prices, while in the latter the rise 
in import prices—reflecting, for the most part, in- 
creased rice prices—offset the rise in export unit value 
flowing chiefly from higher copra prices. 


In the aggregate, the unit value of imports into the 
iat? exporting countries in 1958 was 2 to 3 per 


cent below the 1957 level. Thus, although export pro- 


SS 


ceeds declined by 6 to 7 per cent, their command over 
imports was not much “more than t-per cont Tower 
than in 1957. Increases in this export-generated ca- 
pacity to import occurred in the groups exporting 
mainly cocoa, meat, oil-seeds, fruit, cotton and petro- 
leum (despite a reduction in Venezuela). At the other 
end of the scale, however, this capacity was over 10 
per cent less than in 1957 in the groups exporting 
mainly wool, rubber, metals, rice and sugar (though 
in China (Taiwan) there was an expansion, generated 
chiefly by a rise in the volume of exports), as well as 
in several countries in other groups—Colombia and 
Turkey, for example, where a decline in export volume 
was partly or chiefly responsible. 


While the import capacity generated by exports was 
thus about 4 per cent lower in 1958 than in 1957, 
actual expenditure on imports declined by about 7 per 
cent. This was the first reduction since 1953 and it 
followed the extraordinary expansion of 12 per cent 
that had taken place between 1956 and 1957. Almost 


Table 79. Primary Exporting Countries: Distribution of 


Changes in Import Expenditure* 
Sw ee eee 


1956 

Ratio eam = 

a aa eae Vs 2 ie 

Tess than QO ei yass tiene. 14 1,747 
Cite OS) os ee ciate ais tere 14 ale 
agit Ayal eS ee. eer 1] 5,114 
TOs to 09 Go. ous 3 sda 14 3,279 
EOE LIG ear eie 7 5,615 
LL? andiovers sows avec h- 1g 7,680 


ToraL® 80 


Source: International Monetary Fund, /nterna- 
tional Financial Statistics. 

® Millions of dollars c.i-f. 

> Calendar year in most instances, but year end- 
ing in September for six smaller countries for 


31,150 


1957 1958» 


Number of Import Number of Import 


countries expenditure countries expenditure 
By 574 26 9,348 

6 1,628 Pai 10,497 

9 4,290 15 5,311 

Pes 8,572 9 5,631 
21 10,048 4 496 
20 9,715 6 1,139 
80 34,827 80 32,422 


which fourth quarter data were not yet available 
for 1958. : 

© The countries included are those listed in the 
footnotes to table 80; they account for about 98 
per cent of the imports covered in chart ee 


three-fourths of the primary exporting countries— 
accounting for over 71 per cent of the trade of the 
region—registered a reduction in imports between 1957 
and 1958: this was nearly five times the comparable 
proportion in the preceding interval. At the other end 
of the scale, the proportion of countries increasing 
their imports by 10 per cent or more, which had risen 
from about 42 per cent between 1955 and 1956 to over 
51 per cent between 1956 and 1957, dropped to about 
11 per cent between 1957 and 1958 when these coun- 
tries accounted for only 5 per cent of the trade of the 
primary exporting region (see table 79). 

There was a decline in imports into the petroleum, 
cocoa—and to a smaller extent—the fruit, meat and 
oil-seeds groups, even though the capacity to import 
generated by the 1958 exports of these countries was 
above that of the preceding year, while in the rice, 
coffee and tea groups—which were among those whose 
balance of trade had deteriorated most markedly 
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between 1956 and 1957—actual imports in 1958 were 
cut back by a proportion significantly greater than that 
by which export-created capacity had been reduced. 
In the sugar and wool groups, on the other hand, where 
export earnings had risen substantiaily between 1956 
and 1957, the decline in imports between 1957 and 
1958 did not match the decline in import capacity, 
while in the cotton group imports recorded an expan- 
sion appreciably greater than that of capacity. The 
group exporting mainly cotton, indeed, was the only 
one to import significantly more in 1958 than in 1957 
and this reflects changes in the United Arab Republic 
where, partly because of the Suez crisis, imports of a 
number of items were abnormally low in 1957. Among 
the other countries in the minority whose imports 
in 1958 were above the 1957 level were those whose 
export receipts had been high in 1957, notably Australia 
in the wool group and China (Taiwan) and some of the 
smaller producers in the sugar group (see table 80). 


Table 80. Primary Exporting Countries: Indices of Change 
in the Value of Exports and Imports* 
(Preceding year = 100) 


Exports Imports 
Country group exporting mainly ———$—$—$—$—$————— 
1957 1958° 1957 1958> 

IRI Ce See eich See ae ee 102 84. AS 83 
Mea TONES nS Cg Nee eter One | ae eee ee 108 101 lll 98 
SUAS Gray cek Non) cee ee Ne. eee 122 9] 118 98 
Citrus its. a. reer ad oot eee etter ne Se es 112 101 113 97 
Banaras’: terse ee eee eh ra eee 106 105 107 97 
COCOd RMAs Net oA Pe ete oe a 106 118 108 92 
Coffee: RR en eee 95 92 106 89 
Teai ah iaea: Crea oe 102 93 123 79 
Wine Sip ae Socehh oy ate freee cae ne 104 102 112 105 
LObaAGCCOMRE Ayre te Bee a 114 88 106 95 
Oilseeds Os, REEL ae fon ee. iff 109 112 100 
Wi0 0) ayaa cl taco, Coch td pee ete 109 2 106 100 
COLON ee a eee eee a ee ee ee 95 98 106 109 
INon-apparel fhreg@ ay, foccsg cy wanna eeees 96 93 106 89 
OOUGE ara ee cere ete 101 109 121 101 
Rubberry ea eee cenn ts pew lori ete 106 81 102 78 
Metalsrandiorestsn reenter 93 9] 109 86 
etroleum eee ae Wie eee ee ee eee 105 105 124 89 
Inmported:sOods Wren \ i017 se ee 99 93 107 91 
ToraL 103 94 112 93 


Source: International Monetary Fund, Interna- 
tional Financial Statistics. 

_ ® Measured in millions of dollars, exports f.o.b., 
imports (9 

_ ° Calendar year in most instances, but year end- 
ing in September in the case of six smaller coun- 
tries for which fourth quarter data were not yet 
available. : 

© Burma and Thailand. 

4 Argentina and Ireland. 

© Barbados, British Guiana, China (Taiwan), 
Cuba, Dominican Republic, Fiji, Guadeloupe, 
Jamaica, Martinique, Maurie and Reunion. 

‘ Israel, Lebanon and Spain. 

* Ecuador, Honduras and Panama. 

5 French Cameroons and Ghana. 

* Angola, Brazil, Colombia, Costa Rica, El Sal- 
vador, Guatemala, Kenya, Madagascar and Ni- 
caragua. 

j Gooien and India. 


* Algeria and Portugal. 

' Greece and Turkey. 

_™French West Africa, Nigeria and the Philip- 
pines. 

" Australia, New Zealand, South Africa and 
Uruguay. 

° Egypt (UAR), Mexico, Mozambique, Sudan 
Syria (UAR) and Uganda. ‘ ‘ 

P Pakistan and Tanganyika. 

“French Equatorial Africa and Paraguay. 

" Cambodia, Indonesia, Malaya, North Borneo 
and Viet-Nam. : 

oo Bel ian Congo, Bolivia, Chile, Cyprus, Repub- 
lic of Korea, Morocco, Peru, Rhodesia, Sierra 
Leone, Surinam and Tunisia. 

* Aden, Brunei, Iraq, Netherlands Antilles 
Sarawak, Trinidad and Venezuela; for exports, 
plus Kuwait and Saudi Arabia. 

* Hong Kong and Singapore. 
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CHANGES IN THE DIRECTION OF TRADE 


The decline in the export proceeds of the primary 
exporting countries between 1957 and 1958 was not 
the result of a large falling off in shipments to North 
America where the recession in industrial demand 
was most marked. Exports to North America, indeed, 
were better maintained than those to other regions: 
in terms of value they decline 


y only per cent 


compared with a decline o per_cent in exports to 


western Europe, 7 per cent in trade among the primary 


exporting countries themselves and 14 per cent in ex- 


ports to Japan. Exports to the centrally planned coun- 
tries were 8 per cent higher in 1958 than in 1957. 


The main impact of the reduction in demand in the 
industrial countries was felt not by the primary ex- 
porting countries but by North America. Of the $2.3 
billion decline in world exports to western Europe 
between 1957 and 1958, over half was accounted for 
by North America and not much more than a fourth 
by the primary exporting countries. Similarly, North 
America absorbed 60 per cent of the $0.7 billion de- 
clinein exports to Japan and the primary exporting 
countries only about 30 per cent. Exports of the pri- 
mary exporting countries to North America in 1958 
were about $0.2 billion below the 1957 level, whereas 
trade between Canada and the United States declined 
by almost $0.6 billion. 


There was a tendency in 1957 and 1958 for the 
distribution of exports from the primary exporting 
countries to diverge slightly from the pattern of the 
years of cyclic upswing immediately before. Whereas 
in 1956 the quantum of exports to western Europe 
was about 14 per cent above the 1953 level and to 
North America only about 5 per cent above the 1953 
level, the former tended to recede in 1957 and 1958 
while the latter edged upward. The difference lies in 
the movement of petroleum and foodstuffs; exports 
of raw materials declined to both destinations, mildly 


in 1957, sharply in 1958 (see table 81). 


Petroleum shipments to North America have ex- 
panded at a rate which has diminished steadily from 
15 per cent between 1954 and 1955 to about 4 per 
cent between 1957 and 1958. Petroleum shipments to 
western Europe, on the other hand, their expansion 
interrupted in 1956 and 1957 by the Suez crisis, rose 
by over 15 per cent between 1957 and 1958. These 
patterns were reversed in the case of food exports. 
Expansion in exports to western Europe, fairly rapid 
between 1953 and 1956, more or less ceased in 1957 
and 1958. Shipments to North America, however—no 
greater in 1957 than in 1953—increased significantly 


in 1958. 


Throughout this period the industrial countries 
have continued to absorb about 70 per cent—by 
value—of all exports from the primary exporting coun- 
tries. The proportion has been sustained by the rising 
trend in petroleum shipments in the face of a tendency 


for an increasing share of raw material exports to go to 
the centrally planned countries and to other primary 
exporting countries. 


Table 81. Primary Exporting Countries: Indices 
of Volume * of Exports to North America and 
Western Europe 
(1953 = 100) 

Si ee eee 


Region and year Total» i a iehets oe pa 
North America 
TOS de wenn: 88 80 89 113 
OS a eaeer 99 93 93 130 
MORO. coe 105 101 91 144 
LOS eee 105 99 88 152 
1958!.... 106 104 80 158 
Western Europe 
LOS 4ineaee 104 107 98 119 
TOS Shee 110 108 104 134 
WOO, 5 oc 114 aly 105 134 
LOST ae 113 116 103 136 
LOS Sees 118 92 156 


Source: United Nations, Monthly Bulletin of Statistics, February 
1959, and Bureau of Economic Affairs. 

* Based on dollar value f.o.b. deflated by price indices of 
primary commodities entering international trade weighted in 
re ee with the composition of imports of each region in 

> SITC, sections 0 to 4. 

¢ SITC, sections 0 and 1. 

4 SITC, sections 2 and 4. 

e SITC, section 3. 

f Preliminary estimate. 


Of the exports to North America from the primary 
exporting countries, petroleum comprised less than 
15 per cent by value in 1953 but over 23 per cent by 
1957. Except in the case of fuels, North America has 
been taking a declining proportion of the exports of 
primary exporting countries: in the case of foodstuffs, 
the decline was from over 30 per cent of total value 
in 1953 to 27 per cent in 1957, in raw materials from 
20 per cent to 17 per cent and in manufactures and 
metals from 24 per cent to 21 per cent. Nevertheless, 
foodstuffs still constituted about 40 per cent by value 
of all shipments to North America (see table 82). 


As in the case of North America, the main _expan- 
sion in exports to western Europe has been in ship- 
ments of minerals, especially petroleum, which con- 
stituted an eighth of the value of all exports from the 
primary exporting countries to this region in 1953 
and over a fifth of the much larger total in 1958. 


Western Europe is the major destination of exports 
from he primary exporting countries taking wall over 
half of See e ger a 


of their shipments of foodstuffs and more than a third 
of their shipments of 1 goods. Foodstuffs 
have continued to constitute about 35 per cent of the 
value of total exports to western Europe; the rising 
share of fuels and manufactures has been at the ex- 
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Table 82. Primary Exporting Countries: Composition and Destination of Exports 
(Millions of dollars) 


Destination and Food, beverages 
year and tobacco® 


North America 


19535: odes ce ee 2,740 
1954 2st a Mee ea eae 2,640 
1955 ves acre heute eta ore 2,590 
1966s) one oma terol 2,730 
LOS Taare taser Se 2,650 
Western Europe 
1953 Soaie er Pe eee eee 3,920 
OG 4 ene axe araeiaceoendres ees 4,440 
195 5 sss eins onterar ne eae 4,130 
L5G a ok el hier rete os 4,460 
TOS Teens cele rcidetee me 4,450 
Centrally planned countries 
Ls See eee nce ermine 59 
LOSS San oe ons eo 133 
TODS Rees se orotate meet 218 
Sb Se sstietecn 52 was otict: 182 
TOS eee ee ie take oe 230 
Primary exporting countries 
jeer re eee 1,900 
HAS imc heehee MOM re 1,860 
LOD See yao abies. acer 1,880 
TOSG See hte Bath get aero Se 1,840 
LOS Macey Water ah pers waar nee 2,010 


iner a and 
Rok de ee oe eee 
1,590 900 802 
1,380 1,020 719 
1,630 1,190 833 
1,590 1,410 927 
1,520 1,560 923 
4,470 1,290 1,075 
4,340 1,540 1,285 
4,650 1,770 Laas, 
4,730 1,880 1,674 
4,700 2,000 1,551 
293 — 225 
388 4 215 
462 1 195 
502 2 225 
708 ] 269 
900 1,960 1,209 
1,040 2,300 L239 
1,210 2,990 1,345 
1,070 2,720 1,455 
1,200 2,920 1,490 


Source: United Nations, Monthly Bulletin of 
Statistics, February 1959. 
® SITC, sections 0 and 1. 


pense of raw materials which accounted for over 40 
per cent in 1953 but less than a third in 1958. 
Exports among the primary exporting countries have 
expanded more rapidly than those to the industrial 
countries, but they still constitute less than a fourth 
of the total by value, even including shipments of 
petroleum to and from such refineries as those of Aden, 
Aruba and Bahrain whose products go largely to the 
industrial countries.” Partly as a result of the changing 
position of southern and‘south-eastern Asia, exports 
of foodstuffs have tended to decline, relatively—from 
a third to a fourth of the total by value—with trade 
in fuels showing a corresponding increase. Trade in raw 
materials has fluctuated between a seventh and a sixth, 
and trade in manufactured and semi-manufactured 
goods has remained fairly constant at about a fifth of 
the total. Of all the exports of manufactured goods from 
primary exporting countries, about a third, by value, 
go to other primary exporting countries; the corres- 
ponding proportions in the case of foodstuffs and raw 
materials are a fifth and an eighth respectively. Between 
1953 and 1957, these proportions showed little dis- 
position to change: the expansion in exports of textiles 
and refined metals from a number of countries and of 


? During the period 1953-1957 over a third of the value of 
the trade in et among the primary exporting countries con- 
sisted of exports of crude petroleum to refineries within the 
Caribbean or Persian Gulf regions. This movement of crude 
was a declining proportion of total fuel exports, however, and 
on the basis of net trade, the volume of these exports increased 
by about 50 per cent between 1953 and 1957. 


> SITC, sections 2 and 4. 
¢ SITC, section 3. 
4 SITC, sections 5 to 8. 


other manufactures from such countries as Australia, 
India and South Africa has not yet made much impres- 
sion on the total trade of the group. 


Over half the exports of the primary exporting 
Santer so adhe ‘cca ally erence am during 
the five years under review consisted of raw materials, 
notably fibres and rubber. Food exports to the centrally 
planned countries in 1957, though four times the 1953 
value, were still no more than a fifth of the total— 
much the same proportion as manufactured goods, ex- 
ports of which increased relatively little between 1953 
and 1957. Though the importance of the centrally 
planned countries as a market for the primary export- 
ing countries has increased notably in this period, 
they still absorb less than 8 per cent of raw material 
exports—by value, about 6 per cent of exports of 
manufactures and 2 per cent of exports of foodstuffs. 


Changes in the geographical distribution of exports 
between 1957 and 1958 are examined in greater detail 
in table 83,° in which the primary exporting region is 


* This table is based on incomplete data in terms of both 
country and time coverage. The conclusions based on it should 
therefore be regarded as no more than tentative. The groups 
most seriously affected by the lack of data are those exporting 
rice and petroleum: the former is vitiated by the absence of 
Burma and the latter by the absence of most of the Middle East 
producers. Another weakness arises from the trade whose des- 
tination could not be determined from published statistics. 
Though the unallocated proportion was much the same in 1958 
as in 1957, its incidence falls mainly on the smaller primary 
exporting countries. Similar though slightly less serious short- 
comings characterize table 84 as well. 
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Table 83. Primary Exporting Countries: Indices of Exports to Selected Regions in 1958 
(Corresponding period in 1957 = 100) 


a el 


Country grou otals or Je. oe ; 5 peice 
emis many pect pik Sesh nie panels noes Feit wes oe southeaserm Orcants 
ee See 86 80 141 79 (+) 94, 400 86 
: 75 

Meat etree estas 98 115 96 236 106 88 73 225 G be 
Sugar Se aso = 89 104 75 103 at) (+) 65 45 89 96 100 
rtrusitruit®. ce. 103 98 106 615 185 — 65 106 109 179 323 
Bananas’. ........ 93 91 Nl 200 7 77 (—) (-—) 83 — 
ae ae | See 120 135 125 — 4 os 33 108 167 (+) 149 
Co Oe lianas 5 92 84 95 9] 100 (+) 108 131 107 150 121 
Teai RA eee 91 79- 100 97 119 52 80 81 62 86 97 
Wine? occ cia es ate 102 95 104 108 106 — 79 99 94, 86 84 
Tobacco* Stains os 87 71 87 92 109 (+) 180 64 90 24 133 
Oils and oil-seeds!.. 105 114 100 120 44 — 79 97 53 79 al 
BOs sent Os. 81 96 77 64 69 118 82 87 78 67 85 
(CAG ee 97 97 98 107 105 76 98 80 74 120 iy 
Non-apparel fibres®. 93 84 109 67 157 79 59 109 104 61 86 
MiogdS Ms a. ers «, 109 95 110 — — — 112 ll 121 a — 
Homnherts 3. cen oss. 86 75 76 le 164 321 70 83 78 94 85 
Metals and ores'... 90 84 90 45 114 — 79 96 70 86 99 
Petroleum’....... 101 100 100 105 (—) — 99 10 100 60 1S 
Totatt 92 92 91 83 98 126 93 89 78 86 96 


Source: United Nations, Direction of International Trade, a joint 
publication of the Statistical Office of the United Nations, 
the International Monetary Fund and the International Bank 
for Reconstruction and Development. 

Note: (—) 1957 zero, (+) 1958 zero, and — 1957 and 1958 
zero. 

® Comparisons are between calendar year data except as 
noted below. The total includes a small proportion of exports 
whose destination could not be determined. Because of differ- 
ences in time and country coverage, these indices do not 
always conform to those presented in tables 78 and 80. 

> Thailand, 11 months. 

¢ Argentina, 9 months; Ireland. 

d British Guiana, 11 months; China (Taiwan), 11 months; 
Cuba, 7 months; Dominican Republic, 8 months; Jamaica, 11 
months; Mauritius, 9 months. 

e Israel; Lebanon, 9 months; Spain, 10 months. 

f Ecuador, 9 months; Honduras, 6 months; Panama. 

£ French Cameroons, 10 months; Ghana, 11 months. 

h Angola, 11 months; Brazil; Colombia; Costa Rica, 11 


broken down into the eighteen groups used for the 
purpose of analysis in the preceding section. 


Of the decline in the value of exports from primary 
exporting countries to North America, the heaviest 
incidence in absolute terms was on the groups of 
countries exporting mainly coffee, rubber, tea, metals 
and ores and tobacco (notably Turkey). The only 
groups to record an increase were those exporting main- 
ly oil-seeds and oils (notably the Philippines), sugar, 
meat, cocoa and petroleum. The reductions recorded by 
the other groups were all small in terms of dollars 
though they were large proportionately for the groups 
exporting mainly rice, non-apparel fibres and bananas. 


The principal reduction in the value of exports to 
western Europe was from countries exporting mainly 
wool: this anderen por cent ot INS TH 
net decline. Other groups registering significant reduc- 
tions were those exporting mainly rubber, metals and 


months; El Salvador, 9 months; Kenya, 11 months; Mada 
gascar; Nicaragua. 

i Ceylon; India, 11 months. 

i Algeria; Portugal. 

k Greece; Turkey. 

‘French West Africa, 8 months; Nigeria, 9 months; Philip- 
pines, 11 months. 

m Australia; New Zealand, 9 months; South Africa; Uruguay, 
9 months. 

» Egypt (UAR), 7 months; Mexico; Mozambique, 6 months; 
Sudan; Syria (UAR), 9 months; Uganda, 11 months. 

° Pakistan, 9 months; Tanganyika, 11 months. 

P French Equatorial Africa, 10 months; Paraguay. 

4 Cambodia, 9 months; Indonesia, 11 months; Malaya and 
Singapore, 11 months; Viet-Nam. 

* Belgian Congo, 10 months; Bolivia, 9 months; Cyprus; 
Republic of Korea, 7 months; Morocco, 11 months; Peru, 11 
months; Rhodesia; Sierra Leone, 9 months; Tunisia, 9 months. 

* Traq, 6 months; Trinidad, 11 months; Venezuela, 11 months. 

* Sixty-four countries, accounting for about 70 per cent of 
the exports covered in chart 21. 


ores, sugar—the commodities whose prices had de- 
clined most sharply—and, less markedly, coffee, 
tobacco and meat. The groups with higher proceeds 
from their exports to western Europe were chiefly 
those exporting petroleum, cocoa, wine and citrus, 
though there were also small increases in the earnings 
of the groups exporting mainly non-apparel fibres, 
rive, wood and bananas. The oil-seeds and tea groups 
earned almost as much from their exports to western 


Europe in 1958 as they did in 1957. 


The wool and rubber groups were also those record- 


ing the Yargest reduction in exports to Japan; this fol- 
lowed a major expansion between 1956 and 1957, 
particularly in the case of exports from the wool group. 
In dollar terms the smaller reductions—in the earnings 
of the groups exporting metals, non-apparel fibres, rice, 
coffee and tea—just about offset the few increases, 
made by the groups exporting oil-seeds, meat, citrus, 
cotton and sugar. 
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Table 84. Primary Exporting Countries: Indices of Imports from Selected Regions in 1958 
(Corresponding period in 1957 = 100) 


USSR and 


Southern and 


Le GI OT ae thi [ rica Middle south-eastern ceania 
(Malantelty, "Tela Nock ‘erton avon gales | Capel alin Airtel 

(COLE ee ere 4, 100 80 105 104 (+) 87 100 36 100 81 
Nee or ayy 0 74 114 182 146 9175 95 143 81 62 69 
Sugar’, sects 100 92 104 128 110 — PA 106 70 98 129 
Gitrus) trite’ 97 93 96 68 130 — 98 101 104. 99 S65) 
Bananas sae 96 90 102 118 ae — 99 — — 132 fil 
(COOGEE, ao geecenoe 87 91 90 63 95 99 84 256 7 82 
(Coffee. onaaaekoue 90 86 88 124, 76 100 103 85 93 89 81 
Seale are ate: 79 83 72 79 86 161 38 105 64 93 74 
WANG), ocounesaane 105 67 110 86 155 92 fil 104 84 78 102 
Mobacco#ae. aon 95 81 100 145 97 (+) 122 140 85 94 84 
Oils and oil-seeds!.. 97 81 105 106 88 — 93 104. 48 101 102 
WOO, so 00c8nanc 101 92 105 115 90 167 83 104 101 es 71 
Cotton see 108 97 127 98 150 118 108 103 93 101 65 
Non-apparel fibres°. 91 101 90 100 313 34 24 86 96 93 31 
WOOGIE ooo ne28000 101 90 101 83 15 150 86 112 ila 100 — 
Rib ber laren: 84 183 78 85 70 WTS 173 IS 86 84. 81 
Metals and ores"... 86 82 89 9] 88 66 84 137 89 112 
Petroleum®....... 98 87 108 108 109 25 97 107 92 96 147 
Toratt 94 87 98 99 155 96 98 88 92 79 


Source: United Nations, Direction of International Trade, a joint 
publication of the Statistical Office of the United Nations, 
the International Monetary Fund and the International Bank 
for Reconstruction and Development. . 

Note: (—) 1957 zero, (+) 1958 zero, and — 1957 and 1958 
zero. 

® Comparisons are between calendar year data except as 
noted below. The total includes a small fo elas of imports 
whose origin could not be delenmined: ecause of differ- 
ences in time and country coverage, these indices do not 
always conform to those presented in tables 78 and 80. 

> Thailand, 11 months. 

¢ Argentina, 9 months; Ireland. 

4 British Guiana, 1] months; China (Taiwan), 1] months; 
Cuba, 7 months; Dominican Republic, 6 months; Jamaica, 11 
months; Mauritius, 9 months. 

© Israel, 11 months; Lebanon, 9 months; Spain, 10 months. 

f Ecuador, 9 months; Honduras, 6 months; Panama. 

£ French Cameroons, 10 months; Ghana, 11 months. 

h Angola, 11 months, Brazil; Colombia; Costa Rica, 11 
months; El Salvador, 9 months; Kenya, 11 months; Mada- 
gascar; Nicaragua. 


Reductions in the value of exports to the centrally 
planned countries were concentrated Iargely on the 
sugar, wool, cocoa and tea groups—the last in exports 
to mainland-China, the others in exports to eastern 
Europe and the Soviet Union. These reductions were 
offset in large measure by a notable expansion in ex- 
ports from the rubber group to all three centrally 
planned regions. There was also a further increase in 
the exports of the cotton group to eastern Europe and 
the Soviet Union: in the case of the United Arab 
Republic, this trade constituted about 37 per cent of 
total exports. 


There were relatively few increases in exports to 
other primary exporting regions. The coffee group 
shipped somewhat more to each of the regions, and 
the cocoa and citrus groups to all the regions except 
Latin America. There were small gains in exports from 
the wood, rice and tobacco groups to Latin America, 


‘ Ceylon; India, 11 months. 

i Algeria; Portugal. 

k Greece; Turkey. 

'French West Africa, 8 months; Nigeria, 9 months; Philip- 
pines, 11 months. 

m Australia; New Zealand, 9 months; South Africa; Uruguay, 
9 months. 

2 Egypt (UAR), 7 months; Mexico; Mozambique, 6 months; 
Sudan, 11 months; Syria (UAR), 9 months; Uganda, 11 months. 

° Pakistan, 9 months; Tanganyika, 11 months. 

P French Equatorial Africa, 10 months; Paraguay. 

4 Cambodia, 9 months; Indonesia, 11 months; Malaya and 
Singapore, 1] months; Viet-Nam. 

* Belgian Congo, 11 months; Cyprus; Republic of Korea, 7 
months; Morocco, 11 months; Peru, 11 months; Rhodesia, Sierra 
Leone, 9 months; Tunisia, 9 months. 


s Aden, 1] months; Iran, 9 months; Iraq; Trinidad, 11 months; 
Venezuela, 9 months. 


* Sixty-five countries, accounting for about 75 per cent of 
the imports covered in chart 21. 


from the non-apparel fibre group to Africa and—one 
of the few sizable increases in dollar terms—from the 
cotton group to southern and south-eastern Asia. For 
the rest, exports were generally lower in value in 1958 
than in 1957. The decline was concentrated largely in 
exports to Latin America in the case of the meat, fruit 
and cocoa groups, and to southern and south-eastern 
Asia in the case of the rice and non-apparel fibre 
groups, while the sugar, tea, wine, oil-seeds, wool, 
rubber and metals groups exported less to all the 
primary exporting regions. 


The petroleum exporting group was subject to 
special influences during this period. Because of the 
closing of the Suez Canal there was a considerable 
diversion of trade in the first half of 1957, the effects 
of which were accentuated by the severing of the pipe- 
line carrying much of the output of Iraq. The earlier 
pattern of trade was re-established in the course of 
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the second half of the year, but for the year as a whole 
the distribution of exports differed markedly from 
that of 1956 and 1958. Between 1957 and 1958 the 
principal contrast lay between recovery in lrag—and 
the expansion of exports to all regions except southern 
and south-eastern Asia—and a slowing down in Vene- 
zuela, with reduced exports to most destinations, 
especially western Europe as the latter’s trade with 
the Middle East was restored. 


In the aggregate, exports from the primary export- 
ing countries were lower in 1958 than in 1957 to each 
of the regions, except the centrally planned countries. 
Western Europe accounted for about 40 per cent of the 
net decline in value, North America and Japan for 
about 15 per cent each, southern and south-eastern 
Asia for a tenth and the Middle East, Latin America 
and Africa for about 5 per cent each. 


While North America accounted for only a fifth of 
the net reduction in export earnings of the primary 
exporting countries between 1957 and 1958, it bore 
the brunt of their cut in imports—almost 60 per cent 
of the net reduction, compared with 17 per cent for 
western Europe and about 10 per cent for southern 
and south-eastern Asia and the Middle East. This re- 
versed the change that occurred between 1956 and 
1957 when North America was the principal source of 
the increment in imports. In 1958, Oceania and Latin 
America also exported appreciably less to the primary 
exporting regions than in 1957; on the other hand, 
there was an increase in their aggregate imports from 
the centrally planned countries (see table 84). 


The only groups to import more from North America 
in 1958 than in 1957 were those exporting mainly non- 
apparel fibres and rice, and in neither of these cases 
was the increase significant. The largest reductions 
were in the groups exporting coffee, petroleum, metals 
and ores, meat (notably Argentina), oil-seeds, rubber 
and tea (notably India), but there were also sizable 
cuts in the imports of the groups exporting mainly 
wool (particularly Uruguay), wine, tobacco (particu- 
larly Turkey), sugar, cotton (chiefly Mexico) and 
citrus (chiefly Spain). 


The cut in imports from western Europe was the 
heaviest in the case of groups exporting mainly tea 
(especially India), rubber, coffee and metals and ores. 
The only other groups importing less from western 
Europe in 1958 were those whose principal exports 
were rice (Thailand), cocoa (Ghana), citrus and non- 
apparel fibres. There were substantial increases in the 
imports from western Europe of the groups exporting 
wine (Algeria), cotton (especially the United Arab 
Republic), meat, wool (except Uruguay), petroleum 
and oil-seeds (except the Philippines), all of which 
registered substantial reductions in their imports 
from North America. 
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The principal component in the decline in exports 
from southern and south-eastern Asia to primary ex- 
porting countries was the reduction in imports into 
the rubber exporting countries—reflecting in part the 
lower level of tin and rice trade. Bu Te Wwe 0) 
sizable reductions in the imports of the groups export- 
ing mainly meat and tea (Ceylon), as well as a number 
of smaller declines, against which the only significant 
increase was in imports into the wool group (Australia) 


The group chiefly responsible for the decline in 
imports from the Middle East was that exporting tea. 
But on a much smaller scale most other groups im- 
ported less from this region in 1958, including, in 
particular, those exporting rubber, petroleum and 
meat (Argentina). Against these reductions the only 
groups to record significant increases in dollar terms 
were those exporting metals and citrus (particularly 
Spain). 


The drop in imports from Oceania was largely a 
reflection of a lower level of trade between New Zea- 
land and Australia, but the tea and rubber groups also 
imported less from this region in 1958, partly because 
of the poor wheat crop harvested in Australia. The 
rubber and tea groups—particularly Indonesia and 
India—also accounted for the bulk of the reduction 
in imports from Japan, though this was offset in 
large measure by an expansion in the imports of the 
groups exporting sugar—chiefly China (Taiwan)— 
wool (chiefly Australia, under a new trade agreement 
with Japan) and coffee (chiefly Brazil). 


The expansion in imports from eastern Europe and 
the Soviet Union reflects very largely the result of 
trade with the cotton group, especially Egypt. The 
expansion in imports from mainland China reflects 
trade with the rubber group and the tea group (notably 
Ceylon) and represents a major diversion in the move- 
ment of rice following the poor 1957/58 crops in 
Burma and Thailand. 


Among the other notable shifts in trade between 
1957 and 1958 were reductions in imports from eastern 
Europe and the Soviet Union by the groups exporting 
coffee (notably Brazil) and tea (chiefly India). The 
principal component of the decline in imports from 
Latin America was a reduction in trade within the 
region: the declines were largest in the case of the 
groups exporting metals and ores (particularly Peru), 
meat (Argentina) and wool (Uruguay). Partly off- 
setting this, however, were increases in the Latin 
American imports of the groups exporting sugar 
(chiefly Cuba) and coffee (chiefly Brazil). Most of the 
groups imported somewhat more from Africa in 1958 
than in 1957, but these increases were more than 
counterbalanced by a decline in intra-trade concen- 
trated on the metal and ore exporting group, particu- 
larly the Belgian Congo and Rhodesia, whose imports 
from South Africa were substantially lower. 
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External balance 


CHANGES IN THE BALANCE OF TRADE 


Between 1957 and 1958 the f.o.b. value of exports 
from the primary exporting countries declined by 
approximately 6 per cent, while imports, valued on a 
c.i.f. basis, were reduced by about 7 per cent, thus 
bringing to a halt the increase in the trade deficit 
which had been under way since 1953. The deficit, 
however, remained greater than at any time since the 
war, except in 1952—the year of the post-Korean 
slump in commodity prices—and in 1957, the year of 
import boom (see chart 21). Moreover, because of 
the reduction in the over-all value of trade, the rela- 
tive size of the deficit was actually slightly above the 
1957 figure. 


Chart 21. Primary Exporting Countries: 
Changes in Balance of Trade and Official Reserves 
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Source: Statistical Office of the United Nations, Monthly Bul- 
letin of Statistics; International Monetary Fund, International 
Financial Statistics. 


The reduction of the over-all deficit between 1957 
and 1958 was not the result of the achievement of a 
trade surplus by more countries; indeed the propor- 
tion of countries with active balances was appreciably 
lower in 1958, and the proportion of total trade ac- 
counted for by them dropped from 26 per cent to 19 
per cent. Quantitatively, the principal component of 
the change was an improvement in the balance~of 
some of the countries whose trade deficit had been 
particularly large in 1957—Argentina and India, for 
example—and an increase in the proportion of coun- 
tries registering a less passive balance of trade from a 
fifth (accounting for only 9 per cent of total trade) to 


a third (accounting for almost 33 per cent of total 
trade). 


Among the minority of countries with relatively 
substantial active balances in both years were most of 
the petroleum and rubber exporters, as well as Colom- 
bia and Ecuador, the Belgian Congo, Tanganyika and 
Uganda. At the other end of the scale were the coun- 
tries with deficits of more than a third of total trade in 
both years: the Republic of Korea and Viet-Nam, 
Greece, Israel and Lebanon, Algeria, Kenya and Pan- 
ama, countries whose external accounts are greatly 
influenced by receipts other than from commodity 
trade. Some of the major trading countries in which 
“invisible” receipts or gold sales also constitute an 
important credit item in external accounts—China 
(Taiwan), Egypt, and South Africa, for example— 
were among those with large and increased trade 
deficits in 1958. As indicated above, however, a num- 
ber of the leading traders, including not only Argen- 
tina and India, but also such countries as Burma, 
Ceylon, Mexico, Peru and the Philippines, recorded 
smaller deficits. As a corollary to this, the proportion 
of countries in which the balance of trade became 
more passive or less active was significantly smaller 
between 1957 and 1958 than between 1956 and 1957: 
in the earlier interval it involved over half the coun- 
tries and the trade, whereas between 1957 and 1958 
it involved about 42 per cent of the countries and 
the trade. 


The only groups to increase their trade deficit be- 
tween 1957 and 1958 were those exporti ainly 
wool, cotton, sugar, wine and tobacco. In the wool, 
sugar and tobacco groups the change was due to the 
reduction in export receipts; though Australia, South 
Africa, China (Taiwan) and Greece all increased their 
imports, this was offset by decreases in other members 
of these groups. In the wine group the increase in the 
deficit was due entirely, and in the cotton group very 
largely, to a further expansion in imports, notably 
into the United Arab Republic and Algeria. 


In all the other groups of primary exporting coun- 
tries, the balance of trade in 1958 was less passive or 
more active than in 1957 (see table 85). The largest 
changes were registered by the groups exporting 
mainly the beverage crops: in the case of the tea and 
coffee groups the trade deficit was reduced by major 
cuts in imports in the face of smaller export earnings; 
in the case of the cocoa group, however, a rise in 
exports was the prime factor and the balance was 
transformed from passive to active. Trade deficits 
were also reduced or surpluses increased by cuts in 
imports by practically all the countries in the groups 
exporting mainly rice, non-apparel fibres, rubber and 
metals and ores. The entrepot trading group also re- 
duced its imports by appreciably more than its ex- 
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cts. In the case of the petroleum, meat and citrus 
exporting groups, the effect of a reduction in imports 
was enhanced by an increase in export earnings, while 
in the weed, vil-seeds and banana groups, an increase 
im exports was the principal factor in the improvement 


ef the trade balance. 
FINANCING THE BALANCE 


\s rising import bills and declining export earnings 
begam to imerease the strain on the external balance 
im 1957.“ & growing number of countries turned to 


remedial action. On the one hand efforts were made 
te expand exports; on the other, restrictions were 
placed—or reintroduced or reinforced—on the nature 
and volume of imports. Because of the composition 
ef their exports, the short-run trend of demand for 
most of these products in the industrial countries and 
the lew sensitivity of this demand to changes in price, 
the seope for a rapid recovery in export proceeds was 
generally very limited. Quicker and more certain re- 
sults came from restraint on imports: where a decline 
did nor tottow closely enough-on the reduction in ex- 
port receipts, it was hastened by government action. 
The result was the widespread cutback in imports 
examined above, the exceptions to which were con- 
fimed very largely to the relatively few countries that 
were able to countenance an unhampered drawing 
down of their foreign exchange reserves, either be- 
cause of the magnitude of these reserves in relation 
to the potential trade deficit or because of their ex- 
pected reinforcement by inflowing capital. 


In the aggregate, notwithstanding the cutback in 
wmperts, the inflow of capital was not sufficient to 
offset the deficit on current account and there was a 
further reduction in the official gold and foreign 
exchange heldings of the primary exporting countries. 
Indeed, im total, the loss of reserves was substantially 
greater in 1958 than it had been in 1957, reducing 
them to the lowest level of the decade. Much of this 
less, howey ated in countries which 
had gained reserves in 1957—the petroleum, wool, 
sugar and tobacco groups, in particular—while there 
was some recovery in countries which had lost re- 
serves in L957, notably in the rice, banana, wine, oil- 
seeds, rubber and metals and ores groups. On the 
other hand, there were_losses fo > second year in 
succession in the groups exporting cotton (largely 
Mexico and the United Arab Republic), non-apparel 
fibres” (Pakistan), and cottec nik atay; ugh 
these losses were on a smaller scale, especially in the 
coffee group (notably Brazil). In India, reserves were 
drawn down for the fourth successive year and in 
Argentina for the fifth. 


» 


was ¢ vay 


If Australia and Venezuela are excluded from the 
torty-twe countries for which data are available, it is 
seen that the net reduction in official gold and foreign 


“Cf United Nations, Porld Economic Survey, 1957 (sales 
number: SS.UI.C.1), page 197, 
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exchange holdings, which exceeded $1.5 billion in 
1957, fell to about $0.3 billion in 1958. Since this 
decline was significantly greater than the decline in 
the over-all trade deficit—which for the countries 
being considered in this calculation fell from $4.1 
billion to about $3.4 billion—there was a correspond- 
ing adjustment in the net total of other transactions 
on current and capital account. Among these trans- 
actions an increase in the inflow of capital was a major 
item, but there was also an appreciable rise in gold 
production—in Australia, Colombia, Ghana, the Re- 
public of Korea, Nicaragua, the Philippines, Rhodesia 
and South Africa—and a substantial decline in the 
outflow of dividends as a result of a reduction in the 
profit earned by many foreign-owned mining and 
plantation concerns. Direct investment income re- 
ceived by the United States, for example, declined by 
about 14 per cent between 1957 and 1958, largely 
because of a reduction of about $242 million in re- 
mittances from Latin America. 


The outflow of capital from the United States to the 
primary exporting countries in 
$0.3 biltion—below the high 1957 figure, but the reduc- 
tion was confined almost entirely to private direct in- 
vestment in Latin America, particularly Venezuela, 
which had received some $0.4 billion of these funds in 
1957 in connexion with the development of new petro- 
leum concessions. Aside from Venezuela, there was an 
expansion in capital receipts from the United States, 
a rise of about $0.4 billion in long-term government 
lending more than offsetting the decline in private 
investment. The net increase in the outflow of govern- 
ment capital was concentrated largely in Latin America, 
compensating in some measure for the reduction in 
private direct investment in this region, especially as 
in a number of cases official lending—from the Treas- 
ury, the Development Loan Fund or the Export- 
Import Bank—was associated with additional private 
lending from consortia of commercial banks. In the 
aggregate, private capital movement to the sterling 
area was about $0.2 billion higher than in 1957, direct 
investment, portfolio investment and other long-term 
lending all having expanded. New issues on the United 
States market were at peak levels in the first half of 
the year when the availability of funds and the rate of 
interest tended to make this source of capital rela- 
tively more attractive to oversea borrowers than it 
was in the second half of the year. At about $1.6 bil- 
lion, government unilateral transfers, exclusive of 
military aid, were at much the same level as in 1957. 


The outflow of capital from other industrial coun- 


tries seems to have continued at a fairly high level in 
1958. Commonwealth borrowing on the London 
market—at about £50 million—was more than three 
times the 1957 figure, but sterling balances were 
drawn down at a much slower rate than in 1957 and 
other long-term lending was at a somewhat lower 
level. Along with the United States and the United 


Kingdom, Canada, France, the Federal Republic of 
Germany and Japan participated in loans to India. 
‘The Federal Republic of Germany was also a source 
of funds for South Africa. The Belgian Congo raised 
several loans on the Belgian capital market. There 
were sizable reparation payments from the Federal 
‘Republic of Germany to Israel and from Japan to 
Burma and Indonesia. 


Quantitatively more important than long-term lend- 
ing in many instances was the extension of short-term 
accommodation, associated most frequently with the 
actual movement of goods from the industrial countries 
to the primary exporting countries. Much of this repre- 
sents the lengthening of the normal private credit 
terms of exporters, but an increasing proportion of it 
came under some form of official arrangement, either 
through a government-operated insurance scheme- 
whereby private traders might cover the risks of fi- 
nancing shipments abroad for periods ranging from a 
few months to three or four years or even longer in the 
case of special transactions—or through a more formal 
advance of specific credits to the importing country. 
The offer of such specific credits was the chief method 
for Soviet and eastern European lending to the less 
developed countries. Though the amounts involved 
were greater in 1958 than in 1957 and credits were 
made available to some Latin American countries as 
well as India, Indonesia, the United Arab Republic and 
other earlier recipients, it is not yet possible to measure 
the extent to which they were actually used. 


Compared with 1957, borrowing by the primary ex- 
porting countries from the International Monetary 
Fund was on a greatly reduced scale in 1958.-New ad- 
vances amounted to less than $200 million as against 
$437 million in 1957, and since repayments were on 
an increased scale, net borrowing was under one-third 
of the 1957 figure. The only countries to draw more 
from the Fund in 1958 than in 1957 were Bolivia, 
Colombia, Haiti, Peru, South Africa, the Sudan and 
Turkey. Against this, however, there were net repay- 
ments from Ecuador, Honduras, Iran and Nicaragua. 
The drawings of Bolivia and Colombia were made 
against stand-by credits arranged in 1956 and 1957 
respectively, those of Haiti, Peru and South Africa 
against stand-by credits arranged—increased in the 
case of Peru—in 1958. Other stand-by arrangements 
made during the year included substantial amounts for 
Argentina, Brazil and Pakistan. At the end of 1958 the 
undrawn total of these stand-by credits stood at about 
$193 million compared with $63 million a year earlier. 
The largest advance of the year was against the stand- 
by to Brazil, one of the countries that at the end of 
1958 had borrowed more than its first tranche of credit, 
leaving the Fund holding its currency to an extent of 
more than 125 per cent of its quota. Other countries 
in this position were Argentina (133 per cent), Colom- 
bia (135 per cent), India (144 per cent), the Sudan 
(146 per cent), Burma (155 per cent), Chile (158 per 
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cent), Bolivia (160 per cent), Turkey (164 per cent) 
and the Philippines (175 per cent), 


Loans from the International Bank for Reconstruc- 
tion and Development to the primary exporting coun- 
tries increased again in 1958 to a record total of about 
$492 million. Net disbursements at $330 million were 
almost one-fourth above the 1957 figure and at the 
end of 1958 the amount waiting to be drawn stood at 
$810 million. The new loans negotiated in L958 were 
distributed over southern Asia (India, Malaya, Paki- 
stan and Ceylon), Latin America (Brazil, Mexico, Peru, 
Keuador, Honduras and Colombia) and Afriea (the 
Sudan, Nigeria, South Africa and Rhodesia), Dis- 
bursements were made to all these countries except 
Brazil and Malaya and to many other countries as well, 
notably Iran, the Belgian Congo and Australia. 


There was a much sharper rise in the new credits 
authorized by the United States Export-Import Bank 
from $236 million in 1957 to $885 in 1958, measured 
net of cancellations. Net disbursements were between 
three and four times the 1957 figure and the amount 
outstanding at the end of the year exceeded $1 billion, 
one-fourth more than at the end of 1957. Almost two- 
thirds of the new authorizations went to Latin America 
—notably Brazil, Argentina, Colombia, Peru and Mex- 
ico—but large sums were also allocated to India, the 
Philippines, Turkey, Israel and Thailand, relatively 
little of which was actually disbursed during the year. 


Another source of capital came into effective opera- 
tion on a small scale during 1958. This is the Inter- 
national Finance Corporation, which paid out between 
$3 and $4 million in 1957/58 and made commitments 
during 1958 for the investment of a further $7.5 mil- 
lion in various industrial enterprises in Brazil, Pakistan, 
Mexico and Guatemala. 


In many countries movements of capital—along 
with changes in “invisible” items in the current ac- 
caused official holdings of gold and foreign 
in the 
changes 


count- 
exchange to move inde 
balance of trade. In most cases, 
played a preponderant role in the balance of payments 
(see table 86). Thus an increased trade deficit was re- 
flected in a larger loss of reserves in Cuba while a re- 
duction in the trade deficit was reflected in a smaller 
loss of reserves in Argentina, Ceylon, India, Pakistan 
and Peru, as well as in Rhodesia, where there was also 
a much smaller outflow of dividends from the copper 
mines. In Indonesia the decline in reserves was slowed 
down by an increase in the trade surplus and in Uru- 


guay by a major swing in the trade balance from passive 
to active. In all these countries official reserves de- 
clined for the second successive year in 1958. Among 
some of the other countries in this category, however, 
the movement in reserves did not conform to that in 
trade: a smaller decline in reserves was associated with 
a larger trade deficit in Brazil, Egypt and the Sudan, 
countries in which there was a marked increase in the 
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inflow of capital. This situation was reversed in Mex- 
ico, where changes in other receipts offset a reduction 
in the deficit in the balance of trade, and in Honduras, 
where the trade deficit was greatly reduced but the re- 
payment of an International Monetary Fund credit was 
effected partly at the expense of reserves.° 


In most of the countries in which reserves were 
gained in 1957 and lost in 1958, there was a corres- 
ponding deterioration in the balance of trade: in 
Australia, the Dominican Republic and Ethiopia, the 
trade balance moved from active to passive; in El Sal- 
vador it became less active and in Guatemala, Syria 
and Thailand, more passive. In Ecuador and Nicaragua, 
on the other hand, the reduction in official reserves in 
1958 was largely the result of the repayment of Inter- 
national Monetary Fund drawings made in 1957. In 
Venezuela the running down of reserves in 1958, like 
their building up in 1956 and 1957, was almost entirely 
the result of the movement of capital and profit con- 
nected with the petroleum industry. In Turkey re- 
serves had also been expanded in 1957 but this was 
achieved only by virtue of the accumulation of a large 
volume of short-term liabilities; there was a good deal 
of consolidation and liquidation of these in 1958, 
especially at the time of the exchange reform and 
devaluation in the third quarter when new credits were 
arranged with several countries; hence, though for the 
year as a whole there was little change in the balance 
of trade, there was a sharp decline in reserves. 


Among the countries that gained in official reserves 
in 1958—rather less than half the total—were a few 
whose reserves had risen in 1957 also. Active trade 
balances were the chief determinants of such move- 
ments in Iran and Malaya. Smaller deficits helped to 
improve the reserve position in Israel, the Republic 
of Korea-and Viet-Nam, though 1on-commercial re- 
ceipts continued to dominate the balance of payments 
in these countries. To a less degree this was also true 
in China (Taiwan) and Lebanon where reserves regis- 
tered a much smaller increment than in 1957; in the 
former the lower rate of increase reflects a deteriora- 
tion in the trade balance, but in Lebanon, where the 
trade deficit was smaller in 1958, the reserves were 
affected by the outflow of capital during the civil dis- 
turbances of the summer. In Colombia, the net influx 
of capital was smaller in 1958 than in 1957 and despite 
a doubling of the active trade balance, achieved through 
a cutback in imports, the gain in official reserves was 
on much the same small seale as in 1957. 


Most of the countries that lost reserves in 1957 and 
recouped them, at least in part, in 1958 dit so largely 
by reducing imports, as in the Belgian Congo, Burma, 
Chile, Costa Rica, the Philippines and to a Tess extent 
Panama. In the Belgian Congo and Chile there was 
also a larger influx of capital and—as in Rhodesia—a 


* Another stand-by credit was negotiated with the International 
Monetary Fund early in 1959. 
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smaller outflow of dividends from the copper mines. 
In the case of Iraq, the reversal in the movement of 
reserves was the result of a recovery in exports from 
the low level of 1957. In New Zealand, Paraguay and 
South Africa, on the other hand, there was a further 
deterioration in the balance of trade, and the recovery 
in reserves was entirely the result of capital movements 
in which government oversea borrowing played a 
major part. 


BALANCE OF PAYMENTS POLICIES 


The difficulties standing in the way of expanding ex- 
ports did not prevent efforts from being made to that 
end by many of the primary exporting countries, 
through price incentives, opening up new markets and 
encouraging new firms or new products in the export 
trade. As these efforts did no more than maintain the 
over-all volume of exports, however, the main burden 
of bringing the external accounts into balance-feH-apon 
the import side. In a number of cases, action affecting 
imports was taken in the second half of 1957 and, 
though the result of this was seen in outlay in the first 
half of 1958, supplementary action was necessary later 
in the year. In a few instances, on the other hand, it 
became possible to relax measures taken earlier, while 
in others favourable developments on capital account 
reduced the need for import restraint. 


Action to promote exports usually took the form of 
lowering the price to foreign purchasers or raising the 
local currency returns to domestic producers. Illus- 
trative of the first course was the reduction in the price 
of cotton in the Sudan where too high a reserve at 
1957 auctions had discouraged sales, and exports in 
1957 had dropped 28 per cent below the 1956 level. 
Though the 1957/58 crop was little more than a third 
of the preceding one, export proceeds in 1958 were 
almost up to the 1957 level. As an example of the 
second course the case of Uruguayan wool trade may 
be cited: the official aforo price was adjusted early in 
1958, thereby raising the proportion of foreign cur- 
rency receipts that the exporters could convert at the 
free rate rather than at the less favourable official rate 
of exchange. This succeeded in overcoming some of the 
reluctance farmers had shown in marketing their wool 
in 1957; total export earnings which, despite favour- 
able prices, had declined by almost 40 per cent be- 
tween 1956 and 1957 were maintained at their 1957 
level in 1958 in the face of substantially lower wool 
prices, 


Much of the currency devaluation and many of the 
modifications in exchange taxes and surcharges that 
took place in 1958 were carried out on a selective 
basis, designed to promote the exports of products 
that were proving difficult to sell on world markets. 
In most instances, however, the object of adjustment 
to the effective rate of exchange was less the improve- 
ment of the competitive position of the commodity in 
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question in the world market than the compensation 
of domestic producers by offsetting in varying degree 
‘the decline in foreign currency price through an in- 
crease in its local currency equivalent. 


Among the major coffee producers, for example, the 
policy designed to affect the world market involved a 
withholding of supplies rather than the promotion of 
exports. Because of the great increase in its 1957/58 
crop, however, the burden implicit in such a policy 
was borne largely by Brazil. Except in El Salvador and 
Mexico, coffee exports were generally higher in 1958 
than in 1957, but shipments from Brazil were about 
10 per cent below the 1957 level despite the increase 
in exportable supplies. Domestic producers, selling 
their output to the Brazilian Coffee Institute through 
which the retention stocks were financed, were pro- 
tected to a considerable extent from the decline in 
world prices by adjustments in the local currency 
equivalent. At the beginning of 1958, the effective 
rates for exports ranged from about 37 cruzeiros per 
dollar for coffee and 43 for cocoa to 55 for such prod- 
ucts as manganese and carnauba wax, 67 for sugar, 
cotton, tobacco and iron ore and the free rate (about 
90) for other items. Modification of the bonus system 
increased all these rates during the year—notably in 
June and October—and in January 1959 the range 
extended from 60 cruzeiros per dollar for coffee and 
70 for cocoa to 100 for the other major products and 
the free rate (about 140) for the minor items. 


Similar adjustments in exchange rates that took 


place in several ft ee ennai we. in large 
measure, in the nature of compensatory actions aimed 
at lessening the impact of the declining world price on 
ee erences, In Colombia, attastments were 
made to the rate of exchange applicable to coffee by a 
lowering of the minimum “surrender” price from 
$100 per 70-kilogramme bag to $85 in March, $81 in 
July, $78 in September and $75 in December. Since 
an exporter had to buy exchange on the free market 
to make up the difference between net realized price 
and this “‘surrender” price, reduction of the latter 
tended to compensate for the decline in dollar price; 
as a result the effective rate of exchange was 4.84 pesos 
per dollar at the end of 1958 compared with 4.28 at 
the beginning. Though export volume registered an 
appreciable increase, in 1958 coffee export proceeds 
in dollar terms were about 9 per cent below the 1957 
level. Exports of products other than coffee, bananas 
and precious metals was favoured by the fact that 
while these major items were subject to an exchange 
tax of 15 per cent, other items—except petroleum— 
were subject to a tax of only 2 per cent. This advantage 
was enhanced in January 1959 when the relevant ex- 
change rate was related to the free market rate which 
at that time was about 70 per cent above the effective 
coffee rate. 


In Nicaragua, the exchange rate applicable to coffee 
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was raised in September from 6.60 cordobas per dollar 
—the rate that had been in operation since 1950—to 
7.00, the rate at which the proceeds from other exports 
were being converted. As in Colombia, more coffee 
was shipped in 1958 than in 1957, but dollar earnings 
from these exports were 15 per cent lower. 


Among the fibre producers the desire to increase 
exports was more prominent. Thus in 1957 Egypt 
instituted a system of variable premiums to stimulate 
shipments of cotton to different currency areas. This 
was replaced early in 1958 by the creation of an 
“export pound” which was offered to buyers of cotton 
and other products, except rice, at a discount on the 
official rate, starting at about 23 per cent and reduced 
to 21 per cent in March, 20 per cent in June and 15 
per cent in September. Cotton exports from the large 
1957/58 crop were 6 per cent higher in 1958 than in 
1957, but the yield of foreign exchange was about 
11 per cent lower. 


In Uruguay, there was some simplification of the 
export system by a reduction in the range of relevant 
rates of exchange—from 11 to 6 in June and 4 in 
September. The effective rate of exchange applicable 
to each group of exports is determined by the relative 
proportions of proceeds convertible at the official rate 
of 1.52 pesos per dollar and at the certificate rate of 
4.10. These proportions depend on an aforo valuation, 
and during 1958 changes in aforos resulted in increased 
peso rates for most products, particularly favourable 
rates being granted to exports of manufactured goods. 
The effective rate for greasy wool, the major export, 
was increased late in 1957 and again in September 
1958, bringing it to 3.46 pesos per dollar, as against 
1.90 a year earlier. Wool exports in 1958 were about 
a third greater in volume than in 1957 but, as in the 
case of Egyptian cotton, they yielded less in foreign 
currency. 


A similar technique of stimulating exports by alter- 
ing valuations was used in Argentina which adjusted 
its wool aforos in January and again in September, 
and subsequently extended the adjustments to maize 
and other grains. At the end of the year it abandoned 
the official rate of exchange, inaugurating a system 
based on the free market rate modified by a two-tier 
export tax—20 per cent on grains, hides and oil-seeds 
and 10 per cent on meat and wool. At this stage the 
free peso was quoted at about 70 per dollar, compared 
with 37 a year earlier. The higher internal price for 
wool did not increase the volume of exports, however; 
the fact that in the aggregate the export quantum was 
slightly higher than in 1957 was the result of increased 
shipments of maize—from the large 1957/58 crop— 
meat and linseed oil, the last two at higher average 
world prices. 


Turkey met its deteriorating external balance by an 
overhaul and simplification of its exchange system in 
August. In place of a single export rate of 2.80 liras 
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per dollar modified by a complex of subsidies—de- 
pendent on product, grade, price and currency—three 
basic rates were established: 4.90 for tobacco, opium, 
chromite and copper, 5.60 for raisins, figs and hazel- 
nuts and 9.00 for other exports, including cotton and 
wheat. Except for a licensing of exports to countries 
with which Turkey kept bilateral accounts, and a 
general check on invoiced prices, export trade was 
freed from control. Though cotton exports were 
higher in the last quarter of the year than in the last 
quarter of 1957, most other exports continued below 
the 1957 rate, and for the year as a whole, aggregate 
export volume and earnings were substantially lower 


than in 1957. 


Among the other commodities the decline in whose 
prices in the course of 1957 and 1958 had repercus- 
sions on the exchange rates of exporting countries 
were sugar and the non-ferrous metals. In China 
(Taiwan), where sugar provided over 60 per cent of 
export earnings in 1957, the effective rate of exchange 
for major exports—sugar, rice and salt—was altered 
in April from about 20 to about 24 New Taiwan dollars 
per United States dollar, and that applicable to other 
exports from 26 to 36 New Taiwan dollars per United 
States dollar. In November the major export rate was 
brought into line with the other: a devaluation of 
about 57 per cent in the course of the year. Sugar ex- 
ports were about 8 per cent above the 1957 level in 
volume but 14 per cent lower in value; rice exports, 
which were relatively large in the first half of the year— 
partly as a result of the smallness of the south-eastern 
Asian crop—ceased in the third quarter, but were 
resumed later, helping to raise total export receipts 
6 per cent above the 1957 figure. 


In Peru, where exporters are required to surrender 
foreign currency earnings for exchange certificates at 
a free and fluctuating rate of exchange, there was a 
fairly steady depreciation of the sol throughout 1958. 
Though, with the help of foreign loans, it was stabilized 
in the last quarter, at the end of the year the sol was 
quoted at about 30 per cent more per dollar than at the 
end of 1957 and there was a further depreciation in 
the opening months of 1959. In Bolivia and Chile, 
currency depreciation had been in train much longer 
but 1958 brought a significant acceleration to the proc- 
ess. In the former there was a trebling of the rate of 
depreciation of the boliviano—from about 10 per cent 
during 1957 to about 30 per cent during 1958—while 
in Chile the value of the peso used in merchandise 
trade declined by about 20 per cent in the course of 
1957 and by about 30 per cent in the course of 1958. 
In both countries, as in the Belgian Congo and Rho- 
desia, exports declined in volume and even more in 
value, compared with 1957; in Peru, however, as a 
result of an expansion in shipments of cotton—and to 
a less extent copper, lead and silver—a small gain in 
quantum offset to some extent the reduction in unit 
value. 


In many countries with unitary exchange regimes, 
whether free or rigid, the decline in the prices of 
commodity exports induced adjustments that were 
more narrowly fiscal in nature. Thus, export duties 
were reduced from time to time in a number of coun- 
tries as difficulties were encountered in selling particu- 
lar commodities or as the price received by domestic 
producers declined. The Belgian Congo, for example, 
cut duties on non-ferrous metals on several occasions 
in the course of 1957 and 1958; in March 1958 Chile 
removed export taxes from many items other than 
minerals, and the Sudan reduced its export duty on 
long staple cotton by a third; Egypt followed suit with 
a similar cut and a second and larger one in September; 
in April, duties were reduced on many items exported 
by Mexico; in August, Costa Rica abolished the export 
tax on coffee; in September, Thailand ceased to license 
and tax many of its subsidiary exports; in November, 
Bolivia made a similar adjustment of export taxes, 
designed to stimulate the sale of a number of minor 
products; and early in 1959 there was a substantial re- 
duction in the tax on export proceeds in Paraguay. 


In the interest of export industries the government- 
owned railways in British East Africa reduced freight 
rates on sisal, sugar and copper. In Ghana, additional 
relief was afforded to marginal gold mines, while, in 
order to maximize export proceeds, a monopoly was 
set up to handle sales of diamonds. In Argentina, local 
meat consumption was curbed so that more might be 
exported. In the Sudan, efforts were made to sell cotton 
on an ad hoc basis, outside the normal system of 
auctions, and in a number of other countries bilateral 
arrangements were negotiated in order to expand 
total exports. Australia and New Zealand stepped up 
their effort to diversify their pattern of trade and re- 
duce its concentration on the United Kingdom; new 
markets were sought both in the western hemisphere 
and in Japan and other Asian countries. Apart from 
reducing various export duties, India freed a large 
number of products from export control and set export 
quotas for several commodities previously preempted 
for the domestic market as an anti-inflationary measure. 


Parallel to measures aimed at increasing exports, 
and in most cases far more effective in the short run, 
were measures aimed at curbing imports. In many 
cases action was confined to changes in the customs 
tariff, but physical controls were much more in evi- 
dence than in preceding years; financial deterrents 
such as advance payments and credit restriction were 
used more widely and more frequently, and where 
multiple exchange rates were operated, adjustments 
were made from time to time to regulate the volume 
and composition of imports. 


Of the various actions taken to control imports in 
1958, changes in duties were the most frequent but 
the least directly connected with the balance of pay- 
ments situation. The trend toward a standard pattern 
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of duties continued and many revisions were in this 
direction: a lowering of the tariff on raw materials and 
capital goods and a raising of the tariff on manufactures, 
especially on those competing with the output of local 
industry. In general, changes in duties in Australia, 
the Belgian Congo, Cuba, Libya, Rhodesia, South 
Africa, Syria, Thailand, Tunisia and Venezuela all con- 
formed to this tendency, especially in regard to in- 
creasing rates for purposes of protection. In August, 
Iraq also increased a number of protective duties, but 
some weeks earlier, duties on tea and sugar had been 
reduced in order to help stabilize the cost of living. 


Revenue considerations also played a part—as in 
Israel where a liberalizing of licensing for raw materials 
was accompanied by an increase in duties and sur- 
charges, Kenya where the duties on petroleum products 
were raised, and Mexico where some increases were 
intended to be protective and others revenue-produc- 
ing. In Brazil, adjustments were made periodically in 
all ad valorem duties, to take account of depreciation 
in the cruzeiro: the auction rate used for purposes of 
these duties moved from 84 per dollar in March 1958 
to 156 in January 1959. In Egypt, surcharges on import 
duties were raised from 7 to 9 per cent in October but, 
as before, raw materials and various goods essential to 
economic development were exempt. 


Tariff changes made in Bolivia and Honduras were 
part of a tax rationalization programme: in Honduras, 
in March, a 12 per cent surcharge was levied on all 
import duties to compensate for the abolition of certain 
taxes levied by local authorities on the goods in 
question, while in Bolivia duties on motor-cars were 
lowered but there was a compensating increase in in- 
ternal taxes on all vehicles. 


One of the cases in which tariff changes were used 
more specifically in defence of a deteriorating payments 
situation is that of Peru where in May and June, to 
support other measures, extremely high duties were 
levied on imports of motor-cars and various luxury 
goods, while the duties on most categories—including 
many necessities—were trebled. Balance of payments 
difficulties were also a significant consideration in a 
general increase in import duties in Pakistan and the 
Sudan in the second quarter of the year. 


In a country operating a system of differential ex- 
change rates some of the functions of tariffs are per- 
formed by the allocation of appropriate rates to various 
classes of imports. In general, the more favoured items 
—whose cost it is considered desirable to hold down— 
are imported at rates approximating to the official 
level; other goods may be allocated rates approaching 
the higher, free market rates as their assessed essen- 
tiality diminishes. Widespread among the primary ex- 
porting countries in the post-war period, import con- 
trol through a multiple exchange system has tended to 
give way in recent years—in such countries as Bolivia, 


Chile, Colombia, the Republic of Korea, Paraguay, 


Peru and Thailand—to freer exchange markets. In 
1958, while there were no major modifications in this 
type of import regime in such countries as Costa Rica, 
Ecuador, Indonesia and Uruguay,® the trend towards 
either a more freely fluctuating rate or a single fixed 
rate continued in several other countries. 


In Argentina, for example—under pressure of grow- 
ing external imbalance—the existing multiple-rate im- 
port system was modified in August by the setting up 
of two lists of goods: the less essential to be imported 
at the free rate (plus surcharges in the case of motor- 
cars and certain other items), and raw materials, fuels 
and other necessities at a rate half-way between the 
free and the official rates. Though the system was made 
more restrictive in September—by the transfer of 
items from the more to the less favoured list—import 
expenditure in 1958 was only 6 per cent below that of 
1957 and the trade deficit remained very large. Another 
move toward correcting the balance was made at the 
end of the year, when the free fluctuating rate of ex- 
change was made applicable to all imports, while sur- 
taxes were levied on specified groups at percentages 
ranging up to 300 for the least essential items. 


In Brazil, there was a similar progression in the local 
cost of foreign exchange. The preferential rate—for 
government imports and certain specified essentials 
such as petroleum products and various capital goods 
—was raised in June, again in October and again at 
the turn of the year when (at 100 cruzeiros per dollar) 
it was about double the figure obtaining at the end of 
1957. The effective rate for other imports is the official 
rate of 18.82 plus the cost of a certificate purchased at 
auction, the adjustment being made by variation in the 
amount of foreign exchange sold by the authorities 
for defined categories of imports. Since September 
1957, when the number of categories was reduced from 
five to two, the effective rate for the bulk of imports 
has risen erratically: at the beginning of 1959 it was 
well over 200 cruzeiros per dollar as against 90 or less 
a year earlier. After rising by a fifth between 1956 and 
1957, import expenditure—in dollar terms—wad re- 


duced by about 11 per cent between 1957 and 1958. 


There was also a combination of simplification and 
devaluation in the foreign exchange regimes of China 
(Taiwan) and Turkey. In the former, it was brought 
about in two stages: in April 1958 the price of exchange 
certificates was adjusted so as to alter the effective 
rate—basic plus tax plus certificate—for imports other 
than machinery, petroleum and certain foodstuffs from 
32.28 to 36.38 New Taiwan dollars per United States 
dollar, and in November the rate for the priority im- 
ports—previously 24.78—was brought into line with 
the new figure. This increase in the cost of foreign 


6 In Uruguay the chief adjustment to the import rate system 
in 1958 was a further shortening of the list of essential items 
which qualified for the most favourable “basic” rate of 2.10 
pesos per dollar. 
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currency did not halt the rise in commercial imports: 
an increase of about an eighth between 1956 and 1957 
was followed by an increase of a fourth between 1957 


and 1958. 


In Turkey, the complicated system of taxes and sur- 
charges that had been in operation since March 1957 
was replaced in August 1958 by a single import rate: 
the principal rate had been 3.96 liras per dollar and, 
along with a number of subsidiary rates resulting from 
varying surcharges, it was absorbed in a new rate of 
9.00 liras per dollar—par plus a uniform 6.20 lira sur- 
charge. In contrast to the course of trade in China 
(Taiwan), devaluation in Turkey—supplemented by 
quantitative controls—brought a sharp cut in imports: 
while in the first half of the year imports had been 
running at the corresponding 1957 rate, in the second 
half they were about 38 per cent below the 1957 level. 


Among the countries in which imports were affected 
by a devaluation of the currency, Morocco constitutes 
a special case. The Moroccan franc followed the French 
franc in the adjustment made late in 1957, but the 
impact of this on importers was lessened, at least 
temporarily, by means of payments made from a fund 
subscribed to by France. Though remaining in the 
frane zone, Morocco did not follow France in the de- 
valuation that occurred at the end of 1958. 


In a number of the countries in which exchange rates 
have been allowed to move freely—Bolivia, Chile, 
Colombia and Peru, for example—restraint on imports 
came from a rapid depreciation of the currency in 1958. 
This restraint was supplemented from time to time by 
various curbs on the credit available to importers. In 
all these countries banks were requested to reduce 
advances to importers, and this request was reinforced 
by increases in the relative volume of reserves the 
commercial banks were required to hold. Importers’ 
funds were also tied up to a greater extent in deposits 
they were required to make before licence or exchange 
was granted. In Colombia such prior deposits were in- 
creased by 20 per cent in March and blocked for sixty 
days. In Chile prior deposits were raised on several oc- 
casions—in some cases to prohibitive levels—and 
blocked for ninety days. In December, Bolivia increased 
such deposits to 60 per cent and blocked them for a 
year. In all these countries there was a sharp reduction 
in registered imports, ranging from about a sixth in 
Peru to a fifth in Bolivia and Colombia. 


Similar action was taken in many other countries: 
credit restrictions aimed specifically at the import 
trade were enforced in Argentina, the Belgian Congo, 
New Zealand, Nicaragua, Rhodesia, South Africa and 
the Sudan, while importers’ deposits were introduced 
in Syria in April and in the Republic of Korea in May, 
increased from 20 per cent to 100 per cent in Indonesia 
in February and from 33 per cent to 40 per cent in the 
Sudan in May; in Paraguay they were doubled in April 
and frozen for 120 days in July. 


Part If. CURRENT ECONOMIC DEVELOPMENTS 


Though the predominant tendency was toward 
tightening credit conditions in the import sector, tnere 
were some instances of relaxation when the state of 
external balance or the need for specific imports seemed 
to justify such a course. Credit was loosened somewhat 
in the last quarter of the year in South Africa, for 
example, while in Colombia, where prior deposits had 
been raised in April, reductions were made in No- 
vember in the case of specified raw materials and capital 
goods, shortage of which was handicapping production. 
There was also a selective reduction in prior deposits 
in Ecuador in February and again in December. The 
deposits that had been called for in Syria in April 
ceased to be required in October; somewhat earlier— 
in mid-year—Philippine importers were also relieved 
of the obligation to lodge such deposits. 


The spread of this technique of credit control is not 
necessarily a measure of its efficacy. It has, in fact, 
proved an awkward instrument, especially where the 
balance of payments difficulties are associated with 
internal inflationary conditions of a long-standing 
nature, since once it has been used, its effect can be 
increased only by continuing to raise the proportion 
of the cost of the import against which a deposit is re- 
quired or to lengthen the period for which the deposit 
is sterilized. And even if both these means are em- 
ployed—as they were in many countries in 1958—their 
effectiveness depends on the over-all liquidity of the 
economy and the extent to which the means of meeting 
the deposit requirement are available from other 
sources of credit. 


Most of the primary exporting countries continue to 
operate a system of quantitative import control and, 
even though in some cases it is of a residual or skeletal 
nature, it played a more significant part in meeting 
balance of payments difficulties in 1958 than in the 
years of rising export earnings immediately preceding. 
A number of specific controls were imposed during the 
year: the importation of motor-cars, for example, was 
prohibited for six months in Saudi Arabia, reduced by 
a quota cut in Peru and limited by an f.o.b. price 
ceiling in South Africa. In Argentina and Bolivia all 
imports came under a temporary ban prior to the intro- 
duction of new exchange regulations. In April, the 
Sudan made all save “basic” imports subject to specific 
licensing; in May, Peru prohibited the importation of 
all “luxury” items and Iraq did the same in August, 
setting up a system of quotas for “semi-luxuries’’. 
Many imports—capital goods as well as consumer goods 
—came under a ban in Somalia. Quotas based on 1955- 
1957 averages were established in Saudi Arabia in June, 
and in August the exchange reform in Turkey was 
reinforced by a system of import quotas. In New 
Zealand a comprehensive licensing arrangement had 
been brought into operation at the beginning of the 
year, with severe cuts in quotas for motor-cars and 
many consumer goods. In Colombia in the middle of 
the year there was a re-assignment of goods among the 
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free, restricted and prohibited lists, the over-all effect 
of which was a considerable tightening up of import 
control. 


Only among countries in which imports had been 
severely curtailed in the wake of a considerable increase 
in 1957 was there any tendency to relax controls later 
in 1958. Such was the case in Burma, and in India and 
the Philippines, where the relaxation was limited in 
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nature and purpose: in the Philippines priority was 
accorded to rice imports, in India an increase was per- 
mitted in the imports of agricultural tractors and of 
supplies for the textile, chemical and printing indus- 
tries. After an expansion of a fifth or more between 
1956 and 1957, import expenditure in these three 
countries was reduced more or less to the 1956 level 
in 1958. 


Internal balance 


THE IMPACT OF CHANGES IN THE EXTERNAL SECTOR 


On the whole the impact of the foreign trade sector 
on the domestic economy of the primary exporting 
countries in 1958 tended to be deflationary. In some 
countries this was the direct result of the decline in 
export prices and its repercussions on domestic in- 


comes. In others it reflected the reduced liquidity of 


the import sector and of traders in general in the 
wake of the upsurge in imports in 1957. In others 
again it was more a consequence of a deliberate cur- 
tailment of credit designed to curb the demand for 
imports. And in some countries it stemmed chiefly 
from a cutback in government expenditure, induced 
in some cases by a falling off in the revenue derived 
from the export sector and in others by a disinfla- 
tionary fiscal policy designed to help defend the bal- 
ance of payments. In a majority of countries, however, 
fiscal policy did not supplement the deflationary im- 
pulse from abroad: in a few instances, indeed, it was 
specifically intended to offset the effect on incomes 
and employment of the decline in export prices, while 
in others it was reflected in budget deficits arising 
from purely domestic developments either in invest- 
ment plans or increased current costs. 


Production 


The effect of the general weakness of world com- 
modity markets on production in the primary export- 
ing countries was in most instances an indirect one, 
flowing from changes in income rather than from 
deliberate adjustment of the output of export products. 
Where reductions did occur they were mostly for- 
tuitous—as in the case of rice, cocoa and copra pro- 
duction, the decline in which caused export prices to 
rise, against the general trend. Even the reduction in 
rubber output—of 3 per cent between 1957 and 1958— 


was less the result of a lower world price than of 


internal disturbances in Indonesia: production in- 
creased in most of the other exporting countries. 
Though world production of petroleum—outside the 
centrally planned countries—was one per cent lower 
in 1958 than in 1957, in the primary exporting coun- 
tries output was 9 per cent higher. This expansion 
took place in spite of a 6 per cent decline in Venezuela 


where output was readjusted after the 13 per cent 
rise that the Suez crisis had occasioned in the previ- 
ous year. 


The one category of commodities in which there 
was a direct connexion between lower rates of con- 
sumption in the industrial countries, lower prices on 
world markets and a cutback in production in the 
primary exporting countries was that of non-ferrous 
metals: compared with 1957, there was a reduction of 
30 per cent in the case of tin, 8 per cent in copper and 
3 per cent in zinc. Lead production was just about 
maintained, though there was a sizable decline in Peru 
and Mexico. With the steel industry operating at a 
fourth below the 1957 rate in North America and 
lagging appreciably in western Europe, production of 
the additive metals was also down substantially in the 
primary exporting countries: cobalt output was 10 
per cent lower, chromite output was down by pro- 
portions ranging from 5 per cent in Rhodesia to 
around 30 per cent in South Africa and Turkey and 
50 per cent in the Philippines, while exports of man- 
ganese ore declined to a similar extent—from about 
an eighth in the Belgian Congo and Ghana to about a 
third in Brazil and India. 


World production in the metal-using industries— 
outside the centrally planned countries—was about 
5 per cent lower in 1958 than in 1957. There was a 
comparable decline in the output of the textile in- 
dustry, but in contrast to the cutback in non-ferrous 
metal production in the primary exporting countries, 
cotton production continued to increase: the 1957/58 
crop was about 6 per cent greater than that of 1956/57 
and there was a comparable increase in the 1958/59 
crop. The few reductions that did occur in 1957/58 
were concentrated in eastern and central Africa—the 
Belgian Congo, Mozambique, the Sudan and Uganda— 
though there was also a smaller harvest in Iran and 
Turkey. The 1957/58 wool clip was slightly (3 per 
cent) below the 1956/57 level, but this—the first 
decline in a decade—was the result of drought in 
Australia, and the expansion in production was re- 


sumed in 1958/59. 


There were marked fluctuations in grain crops, but 
these were more the result of climatic conditions than 
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of movements on international markets. In the case 1956/1957 and 1957/58 was followed by a 9 per cent 
of barley there was a 7 per cent reduction in output increase between 1957/58 and 1958/59. This sequence 
between 1956/57 and 1957/58—concentrated chiefly affected both importing countries such as India and 


in the southern hemisphere and North Africa—and a the Philippines and exporting countries such as Burma 
5 per cent gain in the succeeding interval, when poorer and Thailand. In the United Arab Republic the se- 


crops in India and the Middle East were outweighed quence was reversed: in Egypt the 1957/58 rice crop 
by recovery in Argentina and Australia (see table 87). was of record dimensions, the 1958/59 crop was 
This was also the pattern of change in the case of about 40 per cent smaller; while in Syria a record 


wheat production in the primary exporting countries, cereal harvest in 1957/58 was followed by poor crops 
while in the case of rice a 9 per cent decline between in 1958/59. 


Table 87. Primary Exporting Countries: Indices of Production of Selected Agricultural Commodities 
(1956/57 = 100) 


Wheat Rice Maize Barley Sugar 
Country 1957/58 1958/59 1957/58 1958/59 1957/58 1958/59 1957/58 1958/59 1957/58 1958/5) 
NES ats Ree PAR SOROS 83 81 “ii eve oe Pate 56 (6) oye FE 
AT COMUNE soya re og vere 81 90 105 ie 207 226 74, 80 90 118 
AtUStraliaereriereee nee 2 156 130 120 76 anh 62 122 114 109 
Belgian Congo....... det fk 97 he 103 101 he Res Site ~~ 
Brazile ree ee 82 56 96 ae: 98 ae 97 97 118 129 
Burma ce ee 86 Bok 91 98 ae aoe yp: r 124 
Gevlomiate sepa eens ae rae Wye 25 Te ee is ee as 
(Chilegwareywac secre: 123 102 110 aioe 132 Lae 100 100 ae ay 
China (Taiwan)...... ee ins 104 96 aoe ue ee ros 107 104 
Gambodianeeee ee me 3 ees 79 79 aM er ae we sae he! 
Colombiapaneaeeecere noe as 116 133 96 ase ams eee 94, 97 
(Guba eter ae re La3 94, 80 103 97 ee ap: 102 106 
Dominican Republic. . : sake 94 aes 105 — eee — 100 106 
[AGUAS 6 ons onande oe = 90 aa vee, es 97 Re ee jak 
Egypt (UAR)........ 95 91 109 65 90 94. 102 105 123 120 
ESalvad onmeeweer rrr aoe tie 181 200 95 
(Glanaiyersetanctires oe er: as 100 130 Naas J83 dB ms 
Cuatemalapen aces oe 7A for asta 94 100 sok a3 “ 105 
Indin eee to Paras sat 108-93 88 104 102 104 1022 78 ‘97 ~—s«O8 
indanesiaaeee terme ot: ea 102 108 92 103 ies og 105 i 
Trarnte, Qeee eee eee 124 120 109 103 ne spl 125 7 
leagueherse gehen 144, < 97 Tepe & Rie ie i 23. 89 eros” 
[eel See rans 115 85 ee aie en 87 2 168... 
Korea (Republic of).. 102 96 123° “230 ees 91 . 
ebano nvr ter 104 74 wy. ty ae eee ra ieee ae 
Se NY aetna tee 7 +e 102 102 ee ae aw 
Subs eee ee 100 102-108 04. 3 7 104 lll 123 
IMoroccomMeer enn: 61 95 Las ciate ite on 30 a on _— 
New Zealand........ 100 250 aes it: tin och 103 i Cth nee 
Pakistan............ 116 114 94 83 98 99 90 114 145 137 
Perum ee euck cones 113 122 92 102 102 104 
Dae oe - 2 119 103 114 
PRUippinies cp ess ee a 96 104 7 : 
Rhodésia........... ce 5 Kies gaa ore = ws iy Su aa _ 
South Africa........ 88 75 87. 7 mts oP 5 
ae ze q hs 94. ee 2 
Sudan aia ae tee 142 128 103" = 130s 55 228 70’ 14] a ‘ ; 
ymin (UA) 35.4 anit 114 63 tan 5 
Mivnlnal so eon onan ee hy ke 67 84 ue it -~ ad 
ie eee ig Sus oe aoe Pe 6 Ee oe apa 
Turkeys adie shacxoms 129 133 iy . "88103 ae fe ae 
UU evase en fan, a 102 89 7 al a ee vi yen me 
Venezielanenmy anak Ne ne 87 pak sas “93 ee 
TOTAL 102 105 ‘ : 
5 9] 99 102 112 93 101 108 110 
Source: Food and Agriculture Organizati f th Ini : See ; aie: 
Nations, Monthly Bulletin of Apricilearal eee pay aac i Ryonerale Prshriorag ie Grain Bulletin and Rice 
tistics (Rome); United Nations, Economic Survey of Latin Amer- ® Crain vatibe Teele) etin (London) ; national publications. 
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In contrast to this alternation of increase and de- 
crease, some other important crops showed two suc- 
cessive advances in the primary exporting countries. 
Largely because of expansion in Argentina, maize 
production was about 2 per cent higher in 1957/58 
than in 1956/57; further gains in Argentina, recovery 
in Mexico and increases in the Asian region resulted 
in a 10 per cent advance in 1958/59. Widespread in- 
creases in sugar production raised aggregate output 
in the primary exporting countries by 8 per cent 
between 1956/57 and 1957/58 but the expansion was 
cut to 2 per cent in the following interval by poorer 
crops in south-eastern Asia and Australia. 


Aside from these major changes in commodity 
production, output continued to rise in most coun- 
tries: in the aggregate, electricity production was about 
8 per cent greater in 1958 than in 1957 and cement 
production about 7 per cent greater, while steel pro- 
duction increased by about 2 per cent. Significantly, 
these increases, though greater than those registered 
in the industrial countries, were less than those 
achieved in the preceding interval. 


The unusually wide swings in agricultural output 
played an important part in determining changes in 
real gross domestic product. As a result of the poor 
1957/58 rice crop, for example, there was a decline 
in the gross product in Burma and Thailand. Smaller 
crops, not only of rice but of other cereals also, had a 
similar effect on gross product in several other coun- 
tries in southern and south-eastern Asia, including 
India and Pakistan and to a less extent Ceylon, as 
well as Indonesia where the smaller local food supply 
aggravated the economic effects of the civil disturb- 
ances that disrupted many productive activities in the 
first half of the year. In Syria, too, the excellent har- 
vest reaped in 1957 was followed by a poor harvest 
in 1958, with similar effects on gross domestic product. 
In Ghana the cocoa crop in 1957/58 was 25 per cent 
below the 1956/57 level and in the Sudan the 1957/58 
cotton crop was only about one-third of the preceding 
one. These violent movements in major items also 
caused a sharp drop in the gross product (see table 88). 


In all these cases, with the exception of Pakistan, 
the decline in agricultural output which affected the 
1958 domestic product was followed by a considerable 
improvement in the 1958/59 harvest which regained 
or surpassed the 1956/57 level. In none of these cases, 
moreover, was the reduction in the domestic product 
between 1957 and 1958 the result of the deterioration 
of world commodity markets. Indeed, in the case of 
Burma, Ghana and Thailand, the impact of decline in 
agricultural production was lessened in varying degree 
by compensating movements in the price received for 
rice and cocoa exports. Only in the case of Indonesia 
and the Sudan were the effects of the decline in out- 
put—of rubber and cotton—accentuated by adverse 
price movements in external markets. 
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More directly affected by changes in the export 
sector were the Belgian Congo, Chile and Rhodesia 
where the cutback in mine output was accompanied 
by a major decline in export prices which aggravated 
its deflationary consequences; the result was a reduc- 
tion in the gross domestic product. Similar forces, 
though milder in their net impact, were operating in 
several other countries, including Malaya, where the 
effect of the cutback in tin mining was aggravated by 
lower prices for tin and rubber exports, and South 
Africa where a slight decline in wool production was 
accompanied by a major reduction in the export price. 
In Cuba and Venezuela, also, gross domestic produc- 
tion was adversely affected by external factors: in 
Cuba, increased production was offset by lower sugar 
prices, while in Venezuela a reduction in petroleum 
output offset a favourable movement in prices. In 
these cases, however, the decline was from a some- 
what abnormal 1957 level which reflected the reper- 
cussions of the Suez crisis. 


Incomes 


Though there were thus a number of countries in 
which external developments affected the gross domes- 
tic product directly through their influence on primary 
commodity production and others in which such an 
impact was intensified and spread by a decline in 
export price, most of the primary exporting countries 
that were affected adversely by relative price move- 
ments in 1958 fell into a third category: those in which 
the domestic product continued to increase but at a 
rate which was held back—in some cases reduced 
below that of the preceding interval—by the generally 
deflationary effects on incomes exercised by price 
movements on international markets. Countries in 
this category include Australia, Brazil, Colombia, 
Egypt and New Zealand—in which the rate of growth 
of production between 1957 and 1958 was actually 
greater, in real terms, than between 1956 and 1957— 
as well as China (Taiwan), Guatemala and Mexico. 


As pointed out above, however, not all countries 
were affected adversely by price changes. Quite a 
number registered an improvement in the terms of 
trade, while in a few cases the relationship between 
external markets and domestic production just dis- 
cussed was reversed: higher world prices for rice, 
cocoa and copra were largely the result of reduced pro- 
duction in some of the principal exporting countries. 


In a year in which price movements were particu- 
larly wide, their effect on incomes in the exporting 
countries was correspondingly great. In Ghana, for 
example, the gain from changes in the unit value of 
exports and imports was equivalent to more than one- 
eighth of the country’s gross national product. At the 
other extreme, the loss sustained by Cuba from changes 
between 1957 and 1958 in export and import prices 
was equivalent to about 4 per cent of the gross na- 
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Table 88. Primary Exporting Countries: Indicated Change between 1957 and 1958 in Gross Domestic Product 
and its Use* 


se EE ee 


Gross capital formation 


External account 


Gross : ; ad a 
la peel ects ion Total fixed ee e prac tn Exports Imports 
investment accumulation 

= =F —D 
Burau seo eaaecerat —B —B A 5 
Pakistanecn waden ees —C —B —B - x . mS 
Malavasi: sisicn eas seth A A — = C : F 
Beypt (WAR) i ance sens B B “3 : = r 
SMTA, (aU neareen tu cana —C€ B = = 

- _ = —E 
Belgian Congo........... —B B —D B B 
Ceylon. es a eye A oe —B A —fI + —B _ 
China (Taiwan)... .....29 B B B + B ‘i mS 
(Shanae 7 a ere —B —B B — —B me i 
Guatemala ee eee B B —C a B 
Pinlippiness see ee B A B + B tS —D 
Kener ages CE nt B B G _ B 7 - 
PieEtoukhic ores terre B B B _ B 5 
Rhoudesiaeemsce meetin rere —B —B —C _ —B —B — : 
SouthpAtnica aerate nace A A A — A —B J 
Guba erase ne ere men A A —B + A CG —B 
Weneaiclani eine: A B —B - A ~ C —C 
sracl tee wean a hae or: D D + D C C 
HlSalvad opeeeeieee oes G Cy —C + C —C —C 
ikiatland eres eects os —C —B —B —C —E —B 
Fidiaeere eet, Semen —B A - A —C —E 
Sndariaeee ne rae Seas —C A _ _ D D A 
New Zealande........... B B a G G ‘ 
Mexicortartrct act eens: B B a B C A 
Golonibiayeer ence oc. B <A —B a A G —D 
Brazil 3a Ser 2 ait tas ee B A —B + B —B —B 
ERGY hice cat cine aie agus oy B B B EE —F 
Ghrileta 2, tucacuc tocar arouse A B —F —B —C —E 
Indonesian mecca eens —C —C —F _ —D —D _ F 
Wyola 0. il ir bee B A + B B C 


Source: United Nations Bureau of Economic Affairs; Australia, 
Brazil, Burma, China (Taiwan), India, Indonesia and the Philip- 
pines: replies to the United Nations questionnaire of November 
1958 on economic trends, problems and policies; for other 
countries: based on “‘indicators”’ derived from official statistics 
of trade, production and public finance. 


Where “indicators” were used, changes in gross domestic 
product reflect changes in the output of as many items—both 
agricultural and industrial—as were available in official statistics, 
combined roughly in accordance with weights derived from 
national accounts of the most recent available year. Agricultural 
production was measured by the crops harvested entirely or 
pours in 1958, except in some countries—Ghana, India, 

akistan and Thailand, for example—where it seemed more 
appropriate to take agricultural production for the 1957/58 
season, even though much of the harvest was reaped before the 
beginning of 1958. Changes in expenditure reflect ‘apparent 
disappearance” (production minus exports plus imports, with 
due allowance for inventory changes whenever possible) of 
major food items, major textile items and major consumer dur- 
ables—to give a measure of the change in consumption—and 
of cement, steel, machinery and major producer durables—to 
give a measure of the change in investment. In some countries 


tional product. The rate of economic growth in these 
two countries in recent years has averaged around 
5 per cent per annum. Gains in excess of recent rates 
of growth were also registered by Burma and Ceylon, 


an index of construction activity was also used in assessin 
investment changes. Changes in external accounts were ae 
on balance of payments statements wherever possible, otherwise 
on merchandise exports and imports adjusted for other current 
items in the light of 1957 figures, as well as for price changes 
between 1957 and 1958. In most cases the “‘indicators” were 
computed in real (physical) terms; where values were used, 
they were reduced to a constant price basis (usually the 1957 
level) by means of the most appropriate available deflator. Where 
official estimates were used, they were preliminary figures. In 
general, the “‘indicators’’ were based on a comparison of figures 
for at least the first three quarters of 1958 with those for the 
corresponding period in 1957. 


* The symbols indicate a percentage range of increase or de- 
crease (—): A = —] to 1; B = 2to 5; C = 6to 10; D = llto 
15; E = 16 to 20; F = 21 and over. 

» The countries are arrayed in ascending order of increase in 
cost of living index, averaging the change between 1957 and 
1958 and the change during 1958. 


° Fiscal year ending in September 1958. 
4 Fiscal year ending in June 1958. 
® Fiscal year ending in March 1958. 


and smaller gains were enjoyed by Thailand, Vene- 
zuela, Israel and Argentina. With most commodity 
prices averaging substantially less in 1958 than in 
1957, however, the majority of primary exporting 
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countries sustained losses in real income from move- 
ments in the terms of trade in this interval. Losses 
amounting to between 2 and 4 per cent of the gross 
national product were borne by a number of coun- 
tries, including the Belgian Congo and Rhodesia, 
Guatemala, the Dominican Republic and China (Tai- 
wan), and Australia and New Zealand, and losses of a 
somewhat smaller relative magnitude by such coun- 
tries as South Africa, Egypt and Mexico, Costa Rica 
and Colombia and Ecuador and Honduras. 


No simple relationship exists between changes in 
income induced by such price movements and actual 
changes in gross domestic expenditure. The extent 
and intensity with which the impact of lower com- 
modity prices is transmitted to other sectors of the 
economy tend to vary with the organization of the 
export sector, its relative importance as a source of 
employment and government revenue, and the nature 
and magnitude of the official response to a deterio- 
rating balance of payments on the one hand and to 
its distributive effects on the other. The repercussions 
tend to be least where the export sector is most loosely 
connected with the rest of the economy, as in some 
of the subsistence areas of Africa, and where—as in 
the Belgian Congo, Chile, Malaya, Rhodesia and 
Venezuela—the impact is absorbed to the greatest 
extent by foreign-owned companies whose net income 
takes the first shock of fluctuations in export prices. 
In Burma and Thailand—where, as indicated above, 
the gain in the terms of trade was itself largely in- 
duced by shortfalls in production—the decline in 
export incomes was appreciably less than the decline 
in rice shipments, which amounted to a fifth in Burma 
and a third in Thailand. In Ghana, on the other hand, 
the shortfall in production of cocoa induced a more 
than proportionate rise in export price; farmers’ 
prices being fixed, the increment in income accrued 
to the public sector. Conversely, in Australia and 
New Zealand the impact of unfavourable price move- 
ments was borne in the first instance largely by farm- 
ers, although as gross domestic expenditure continued 
to increase much of the effect was transmitted to the 
external capital account. This was also the case in 
Guatemala and Mexico where there was a considerable 
drawing down of reserves. In a similar way, domestic 
expenditure recovered in Egypt from the 1956/57 
setback, despite an appreciable decline in income 
occasioned by price movements. China (Taiwan) also 
continued to increase domestic expenditure, even 
though the decline in export unit values from the 
high levels of 1957 caused a significant reduction in 
income. In the Belgian Congo and Rhodesia, how- 
ever, there was a direct link between the decline in 
metal prices, a cutback in mining production and a 
reduction in gross domestic expenditure. 


More sensitive to significant shifts in the terms of 
trade in many of the primary exporting countries 1s 
the rate of investment. In some cases this is because 
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of the relative importance in gross fixed capital forma- 
tion of investment in the export sector itself; in other 
cases it reflects the importance of public investment 
and the dependence of the government on revenue 
derived from foreign trade in general and export in- 
dustries in particular; in others again the proximate 
connexion between the movement of external prices 
and changes in investment lies in government action 
in the fiscal and monetary fields prompted by balance 
of payments considerations. In most under-developed 
countries, however, the need and the desire to in- 
crease the rate of investment are powerful, and changes 
in that rate do not always follow immediately upon 
movements in import or export prices or in the balance 
of trade. Thus, although countries in which the terms 
of trade improved between 1957 and 1958 were out- 
numbered almost two to one by those whose terms of 
trade had deteriorated, the number in which fixed 
capital formation increased seems to have been more 
or less equal to the number in which it was reduced. 


This itself is an indication that the effects on the 
domestic economy of the decline in export earnings 
between 1957 and 1958 were modified in most coun- 
tries by government action. In general, such action 
was designed primarily to moderate the incidence of 
the decline in export prices upon local incomes, though 
in some cases the scope for doing this was circum- 
scribed by the precariousness of the external balance. 
Thus, in countries in which there was a marked wors- 
ening in the terms of trade, support for the most 
seriously affected export industries—usually involving 
action with potentially inflationary consequences— 
was commonly combined with measures intended to 
be anti-inflationary. This dichotomy illustrates the 
dilemma posed for many primary exporting countries 
by the 1957-1958 downswing in commodity prices. 
As falling export earnings replaced rising import 
expenditure as the main threat to the balance of pay- 
ments, anti-inflationary policies aimed at protecting 
the external balance by restraining the demand for 
imports became less appropriate—in terms of domestic 
impact—in 1958 than in the years immediately before. 


THE USE OF RESOURCES 


The supply of goods available to the primary ex- 
porting countries registered a much smaller expansion 
between 1957 and 1958 than in the years immediately 
before. This reflects not only the widespread tendency 
for production to grow less rapidly in the recent period 
but also the even more general tendency for imports 
to be reduced from the high levels of 1957. And given 
the reduction in disposable supplies, there was a cut- 
back in consumption in a number of countries and a 
decline in fixed capital formation in appreciably mores 


Among the countries in which per capita consump- 
tion seems to have been lower in real terms in 1958 
than in 1957, the greatest concentration was in south- 
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ern and south-eastern Asia. This reflects the unfavour- 
able climatic conditions that were experienced in the 
region in the second half of 1957 and the relatively 
poor harvest that resulted. This was aggravated in 
Indonesia by internal conflict and in Pakistan by 
floods. In these two countries, as well as in Burma 
and Thailand—where the severe drop in rice produc- 
tion had particularly widespread repercussions in 
other sectors of the economy—the absolute level of 
consumption was probably lower than in 1957. In 
Malaya, the sharp decline in rubber prices between 
mid-1957 and mid-1958 and the low level of output 
and employment in tin mining also had similar effects 
on incomes, imports and consumption. Except in 
Ceylon and Indonesia, where the real volume of re- 
sources at the disposal of the Government also appears 
to have declined—notwithstanding a considerable ex- 
pansion in the budget deficit in Indonesia—the reduc- 
tion in consumption was borne by the private sector. 
This was also the case in India and the Philippines, 
where the reduction in consumption was smaller. 


Though it was fairly general in southern and south- 
eastern Asia, the tendency for consumption to fall 
was also apparent in the other regions. In Africa, for 
example, consumption seems to have declined—at 
least on a per capita basis—in Rhodesia, Ghana and 
South Africa. Except in Ghana, the cutback was again 
confined to the private sector: current government 
expenditure increased in both Rhodesia and South 
Africa, where the reduction in private consumption 
was partly the result of smaller copper and wool in- 
comes and partly induced by official disinflationary 
fiscal and monetary policies. 


In the Middle East consumption was barely main- 
tained in per capita terms in Syria and Turkey and 
was reduced in the Sudan. In the Sudan the disastrous 
decline in cotton production and incomes was chiefly 
responsible; in Syria the limitation on expansion was 
largely a result of a reduction in cereal crops; in 
Turkey the Government’s austerity programme was 
the major factor holding down private consumption, 
particularly in so far as it resulted in a further large 
cutback in imports. In Syria there was some increase 
in public outlays, but not in the Sudan or Turkey. 


In absolute terms, consumption appears to have 
been at least maintained in most Latin American 
countries, with the probable exception of Cuba where 
it was inflated somewhat in 1957 by abnormally high 
sugar prices. But consumption failed to keep pace 
with population growth in several countries, includ- 
ing Argentina, Brazil and Colombia, where the per- 
sistent state of imbalance both on internal and on 
external account kept official policy geared to restraint 
designed to curtail import demand and release re- 
sources for investment or export. Though production 
rose appreciably in Brazil and Colombia, this was 
chiefly the result of a larger coffee crop which not 
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only remained unconverted into export earnings but, 
as indicated above, also magnified the task of con- 
trolling the supply of credit, the government account 
already being in substantial deficit. In Argentina, and 
in Mexico where the level of per capita consumption 
was just about maintained, the moderate gain that 
was achieved in total production was used in large 
measure to sustain exports and permit a comparable 
gain to be made in fixed capital formation with its 
generally high import content. 


Increases in consumption in excess of the rate of 
population growth were registered by Israel and Aus- 
tralia, where immigration continued at a high level; 
by Chile and El Salvador, where it was partly at the 
expense of a cutback in fixed investment; and by New 
Zealand where, in the face of deteriorating terms of 
trade, it involved a considerable strain on the balance 
of payments. In Australia and New Zealand the ex- 
pansion of consumption—at least in the fiscal year 
1957/58—was largely in the private sector, though in 
New Zealand this was reversed in the course of 1958 
as the tax increases of a disinflationary 1958/59 
budget took hold and the government account moved 
into surplus. In Israel the high rate of increase was 
shared by both public and private sectors. This was 
the case in Puerto Rico too where there was a more 
moderate rate of expansion. 


In Egypt there was a great upsurge in imports after 
the difficulties of the first half of 1957 and this helped 
to raise the level of private consumption in 1958; in 
the public sector consumption remained more or less 
at the 1957 level. This was also the case in Guatemala 
where government outlay actually contracted in 1958, 
while private consumption continued to expand. This 
contrasts with the Belgian Congo where the rise in 
consumption was due almost entirely to increased 
government expenditure, part of it incurred as a 
result of the slackening in the pace of investment in 
1957 and 1958. Small per capita increases in consump- 
tion were recorded in China (Taiwan), one of the 
Asian countries in which there was a sizable gain in 
agricultural output in 1958, part of which went into 
expanding exports. This was also true of Venezuela 
where the great contrast between 1957 and 1958 in 
the petroleum situation was reflected in changes in 
investment rather than consumption. 


The decline in investment in Venezuela was of 
small dimensions compared to that which occurred in 
a number of other primary exporting countries; it 
was remarkable only because it came after several 
years of rapid expansion. The upward movement in 
investment was reversed in a number of other coun- 
tries too and there was also a tendency for the slack- 
ening that had commenced in 1957 to continue. In 
the aggregate, fixed investment appears to have de- 
clined between 1957 and 1958 in as many countries 
as it increased. 
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Among the larger reductions in fixed capital forma- 
tion between 1957 and 1958 were those recorded in 
Indonesia, Ceylon and Chile. The decline in Indonesia 
followed an appreciable increase between 1956 and 
1957 and was confined very largely to the private 
sector; it reflects not only the lower output and in- 
comes that characterized 1958 but also the effect of 
the rebellion in Sumatra and Celebes upon investment 
in plantations and mines, as well as the reaction of 
foreign-owned capital to official measures affecting 
Dutch concerns. In Ceylon the decline in investment 
occurred in the public as well as the private sectors and 
it followed a phase of slackening activity in 1957, re- 
flecting in part the Government’s abandonment of its 
six-year development programme, in part changes in 
the organization of port and transport facilities and in 
part some uncertainty about official intentions in re- 
gard to foreign-owned estates. The reduction in invest- 
ment in Chile also followed a period of slackening, but 
this was in large measure a consequence of the Govern- 
ment’s efforts to slow down the rate of inflation. These 
efforts were greatly hampered by the fact that the 
stabilization programme was put into effect just as the 
price of copper began its precipitous decline; the drop 
in capital formation in 1958 reflects both the difficulties 
of the copper industry and the precarious state of ex- 
ternal balance which necessitated a considerable cut 
in imports. 


The weakness in non-ferrous metal markets also lay 
behind the substantial reductions that occurred in fixed 
investment in the Belgian Congo, Rhodesia and Malaya. 
The reductions were chiefly in the private sector but, 
except in Rhodesia, where there was a further increase 
in government capital formation, public investment 
was also affected—if only by declining revenue. In the 
Belgian Congo, investment had tailed off in 1957 at the 
end of the ten-year programme that had been inaugu- 
rated in 1948; it began to pick up late in 1958 as new 
public works expenditure was authorized to meet the 
rising level of urban unemployment. In Malaya, on the 
other hand, government investment which had ex- 
panded in 1957 was cut back in 1958 and the budget 
deficit reduced, thus tending to reinforce the deflation- 
ary impact of tin control and—until the middle of the 
year—lower rubber prices. 


El Salvador and Guatemala were also among the 
countries in which fixed capital formation dropped 
sharply in 1958. Total investment, however, showed 
no such decline: inventories increased, and the budget 
moved into cash deficit as revenue declined with the 
fall in coffee price and expenditure rose with the pur- 
chase of coffee retention stocks. This process was much 
more marked in Brazil and Colombia where, though 
fixed capital formation was lower than in 1957, total 
investment was higher. In Brazil the accumulation of 
coffee was on a scale sufficient to increase the level 
of gross domestic expenditure even though consump- 
tion remained more or less at 1957 rates. Here the re- 


duction in fixed investment followed a sharp rise in 
1957. In Colombia, however, efforts to balance the 
external account had restricted investment to a greater 
extent in 1957 than in 1958. 


As suggested above, the decline in capital formation 
in Venezuela in 1958 was associated largely with 
movements in the petroleum industry, as was the large 
increase which had taken place in 1957. The fluctua- 
tions in Cuba also tended to follow movements in the 
major export industry: there was a considerable ex- 
pansion in 1957—when incomes from sugar were 
high—and a reduction in 1958. The latter was also 
affected by the revolution which disrupted the economy 
in the last quarter of the year, accentuating the cut- 
back in public investment. 


After a sizable increase in 1957, investment also 
appears to have declined in Pakistan and Thailand in 
the wake of the reduction in output, incomes and 
imports. As far as fixed capital formation is concerned, 
the decline appears to have been limited to the private 
sector; government capital expenditure continued to 
increase, though at a lower rate than in 1957. The 
inventory situation is less clear: in contrast to develop- 
ments in many of the coffee producing countries, stocks 
were almost certainly drawn down after the poor 
1957/58 harvest, but the rate of depletion was re- 
duced in Thailand by a sharp curtailment of rice 
exports and in Pakistan by an increase in grain im- 
ports. The prospect of another poor harvest in Pakistan, 
however, is reported to have induced a good deal of 
private hoarding so that current consumption probably 
bore more of the incidence of the reduction in supplies 
than it did in Thailand where per capita food produc- 
tion is much greater and the 1958/59 rice crop was 
substantially above that of 1957/58. 


There was relatively little change in the level of 
capital formation in India and South Africa: in both 
countries limitations were imposed by shortages of 
foreign exchange and technical skills, while govern- 
ment fiscal and monetary policy tended to shift re- 
sources to the public sector. As a result private invest- 
ment declined and public investment increased. In 
India, however, the gain was smaller than in 1957, the 
critical balance of payments situation having forced a 
reappraisal of the development programme, some ele- 
ments of which were deferred. The combination of a 
substantial reduction in imports and in 1957/58 
agricultural production resulted in a running down of 
inventories in India. On a much smaller scale this was 
true in South Africa, too: the 1957/58 harvest was 
below that of 1956/57, some exports—notably maize 
—were made from earlier accumulation, imports ceased 
to rise and the large inventory increase of 1957 was 
drawn into consumption. 


Small increases in investment were registered by 
Israel and Puerto Rico—somewhat less than in 1957— 
and by Ghana and Turkey, at a slightly greater rate 


Part IL. CURRENT ECONOMIC DEVELOPMENTS 


246 
OHO eee 


than in 1957. In Ghana the expansion was confined to 
the public sector, private disposable income being gen- 
erally below the 1957 level largely as a result of the 
poor 1957/58 cocoa crop, sold to the marketing board 
at a fixed price. In Israel and Puerto Rico the increase 
in investment was also mainly the result of government 
outlays. In Turkey, on the other hand, private capital 
formation, which had lagged in 1957, showed a some- 
what larger gain. With imports substantially lower in 
Ghana and Turkey, there was some drawing down of 
inventories. 


Among the countries in which fixed capital forma- 
tion rose moderately in 1958, the increase was less than 
in 1957 in the Philippines, of the same order in Argen- 
tina, China (Taiwan) and Mexico and—in comparison 
with the preceding fiscal year—appreciably greater in 
Australia and New Zealand. In New Zealand and the 
Philippines the expansion was largely in the private 
sector, in China (Taiwan) largely in the public sector; 
in Australia in both sectors. In the Philippines much of 
the increase was in residential and other construction, 
although industrial investment—stimulated by more 
stringent controls on imports of some competing 
products—also appears to have risen, with the installa- 
tion of equipment imported in 1957. The cutback in 


imports, in combination with the poorer 1957/58 rice 
crop, induced some inventory decumulation, as did 
the lower agricultural outturn in Australia. In New 
Zealand, inventories were expanded in 1957 and con- 
tracted in 1958 with the reduction in imports; in 1958, 
indeed, gross capital formation was probably no greater 
than in 1957. In Argentina and Mexico there was 
probably an increase in inventories in 1958 but this 
arose less from changes in foreign trade than from the 
harvesting of larger crops. 


Some of the most marked increases in fixed invest- 
ment in 1958 occurred in Burma, the Sudan and the 
United Arab Republic, but this expansion was in part 
a reflection of the relatively low level of capital forma- 
tion in 1957, resulting from the Government’s “‘con- 
solidation”’ policy in the case of Burma and the Suez 
crisis and its repercussions in the United Arab Republic. 
In Burma and Syria the public sector participated in 
the expansion in 1958, but in Egypt the rise in invest- 
ment—though assisted in various ways by the official 
Economic Organization—was very largely in private 
hands. In the United Arab Republic it was sustained by 
a considerable expansion in imports, part of which 
went to replenish inventories drawn down in 1957. 
The predominant influence on inventories in Syria, 


Table 89. Primary Exporting Countries: Distribution According to Movement 
in the Cost of Living* 
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however, was the radical change in the agricultural 
situation, as a result of which cereal stocks accumulated 
in 1957 were used to make good the shortfall in the 
1957/58 harvest. A similar movement occurred in 
Burma and the Sudan where the drawing down of 
stocks in the wake of poor rice and cotton crops was 
not offset by any increase of supplies of imported goods. 
In the Sudan, indeed, the movement in cotton stocks 
was large enough to result in net disinvestment despite 
the expansion in fixed capital formation. 


Cost of living 


An analysis of price movements among the primary 
exporting countries in 1958 shows two fairly distinct 
phenomena. On the one hand was a group of countries 
in which inflationary pressures have been powerful 
and of long standing and on the other a group in which 
such pressures have been intermittent and more sensi- 
tive to short-run changes in external prices, in the flow 
of imported goods and in the rate of domestic invest- 
ment. In the first group, external developments in 1957 
and 1958, with their deflationary implications, made 
little apparent difference to the intensity of internal 
pressures. In the other group, by contrast, there was 
some perceptible slackening and in a few countries— 
Malaya, for example, and for rather different reasons, 
Burma—some clear evidence of deflation. 


Thus, on the one hand, the proportion of countries 
in which retail prices rose by more than 10 per cent 
remained between a sixth and a fifth of the total, and 
in this group there was little disposition for the rate of 
price increase to diminish (see table 89). Among the 
other primary exporting countries, however, there were 
signs of diminishing pressure on prices: there were 
more countries in which the cost of living index de- 
clined in 1958 than there were in 1957, more in which 
it remained more or less stable, and fewer—52 per cent 
of the total as against 62 per cent— in which it rose 
between 2 and 10 per cent. In this group the proportion 
of countries registering an acceleration in price in- 
crease declined from 38 per cent in 1957 to 33 per cent 
in 1958, and the proportion in which the rate of in- 
crease remained much the same rose correspondingly 
—from 2] per cent to 28 per cent of the total. In 1957 
there were as many countries with a rising rate of 
increase as with a declining rate; in 1958 there were 


fewer. 


Thus, if the countries in which inflationary forces 
have been particularly powerful and persistent—not- 
ably Argentina, Indonesia, Chile, Brazil, Uruguay and 
Turkey—are left out of account, a general tendency 
may be discerned for the pressure on prices to ease In 
1958. This reflects in some measure the decline in the 
prices of most goods moving in international trade 
which, as indicated above, brought about a significant 
reduction in the unit value of imports in some coun- 
tries—Ceylon, for example. In other countries a good 


harvest was a major factor, operating early in the year 
in the case of China (Taiwan) and Egypt, for example, 
and late in the year in the case of Burma, India and 
several other countries in southern and south-eastern 
Asia. In some of these countries— ‘notably the Belgian 
Congo, Burma, Ceylon and Malaya—a lower level of 
domestic expenditure also contributed a deflationary 
impulse. 


Money supply 


An examination of changes in the supply of money 
leads to a similar grouping of countries. On the one 
hand are those in which changes in the foreign trade 
sector exercised relatively little influence, on the other 
hand are the countries in which such changes were 
a major determinant of monetary movements. This 
distinction lies behind the fact that though, in com- 
parison with 1957, there was an increase in the num- 
ber of countries in which the volume of money rose 
rapidly—by over one-fifth in the course of the year— 
there was a comparable increase in the number show- 
ing a reduction in money supply. In general, the 
countries with a rapidly rising money supply were 
those in the group in which internal inflationary 
forces have been strong and persistent, and sufficient 
in 1958 to nullify any contraction emanating from the 
external sector. Most of the countries experiencing a 
reduction in money supply, on the other hand, fall 
in the group in which the domestic economy tends to 
be much more responsive to impulses from abroad. 
In this group there tended to be a close relationship 
between changes in the balance of trade and changes 
in money supply. 


Thus, between 1957 and 1958, changes in the move- 
ments of foreign assets—induced, in large measure, 
by changes in the balance of trade—played a major 
role in determining changes in the supply of money in 
countries in which there was a contraction, as in 
Australia, Ecuador, Ethiopia, Guatemala and Syria. 
Changes in foreign assets were also a restraining ele- 
ment in Honduras and Nicaragua, where, though 
slightly improved, the balance of trade continued in 
substantial deficit, reserves were greatly reduced and 
there was a reduction of credit both in 1957 and in 


1958. 


A contraction of the money supply in countries 
such as New Zealand and South Africa, though effected 
through other means—budgeting for a surplus in 
New Zealand and reducing credit to the private sector 
in South Africa—was also a reflection of efforts to 
improve the external balance. In all these countries— 
with the exception of Honduras and Nicaragua—the 
balance of trade worsened between 1957 and 1958 as 
a result of a decline in export receipts, aggravated in 
the case of Australia and the United Arab Republic 
by an increase in imports. Unlike the expansion of 
credit in a number of countries, the contractions 
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Chart 22. Primary Exporting Countries: Changes in Balance of Trade and Money Supply* 
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tended to be relatively mild—less than 6 per cent 
over the year in all countries except Guatemala where 
it was about 9 per cent (see chart 22). 


Where there was an expansion in money supply in 
the course of 1958, the change in foreign assets played 
a much smaller part in it, and in the few cases where 
such a change was a predominant factor—as in Burma 
and Jordan—they were as much the result of special 
capital movements, including aid and reparations, as 
of developments in foreign trade. This is true of China 
(Taiwan) and Israel, too, where changes in foreign 
assets played an important, if subsidiary, role in a 
rapid increase in the volume of money. — 


In most of the countries in which there was a major 
rise in the money. supply during 1958—not only 
China (Taiwan) and Israel, but also Chile, the Domini- 
can Republic and the Republic of Korea—the expan- 
sion of private credit was the main cause. This was 
also the case in Brazil and Colombia, though a large 
part of the credit extended to the private sector in 
these countries went to bodies charged by the Govern- 
ment with carrying out the stock retention scheme for 
supporting world coffee prices. Among these countries, 
changes in foreign assets were also an expansionary 
element in Colombia, where the balance of trade be- 
came more active, and in the Republic of Korea where 
items other than trade preponderated. In Brazil, Chile 
and the Dominican Republic, however, the expansion 
was entirely the result of an increase in internal 
credit, against which the contraction arising from a 
trade deficit was relatively insignificant. 


Increases of more than 10 per cent also occurred 
during the year in the money supply of Iraq and 
Venezuela, in both instances mainly through an ex- 
pansion in government borrowing and in the face of a 
reduction in foreign assets occasioned by non-trade 
transactions. Changes in the movement in foreign 
assets, however, were chiefly responsible for the fact 
that, compared with 1957, the monetary expansion 
was much greater in Iraq but much smaller in Vene- 
zuela. 


In Ceylon, where the credit base had shrunk in 
1957 under the influence of a passive trade balance, 
there was an increase in 1958, largely because of 
government borrowing. An expansion of credit in the 
public sector was also the principal element in a 
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moderate rise—smaller than during 1957—in the 
money supply in Cuba, India, Pakistan and the Philip- 
pines. In all these countries, a deficit on the trade 
account—somewhat smaller than in 1957, except in 
Cuba and Pakistan—was an important restraining 
force. This was also the situation in Malaya and Thai- 
land, though in these countries the principal expan- 
sionary element in 1958 was the private sector. 


In most of the countries in which the money supply 
rose during 1958, the external sector thus played a 
negative part. This was true not only among countries 
whose balance of trade was more passive than in 1957 
because of a decline in export earnings—as in Brazil, 
Cuba, Pakistan and Thailand, for example—but even 
among those where a cutback in imports made the 
balance less passive, as in Ceylon, Chile and India. 
During 1958 movements in foreign assets were also a 
restraining influence in the Philippines, where there 
was an expansion in exports that reduced the trade 
deficit, and in Iraq and Venezuela, where the trade 
account became more active. In these countries other 
items in the balance of payments evidently entered 
into the internal monetary system to an extent sufh- 
cient to offset in varying degree the effects of changes 
in trade. 


Among the countries in which the supply of money 
was reduced in 1958, the government account was 
chiefly responsible only in Ecuador, where the budget 
was again in cash surplus, and New Zealand, where 
there was a major switch in the budgetary position, 
though it played a supporting role in Egypt and South 
Africa where the budget also moved into surplus. A 
similar move in Israel was not sufficient to offset the 
expansion of credit in the private sector. Among the 
countries in which government borrowing was the 
main source of monetary expansion in 1958, there was 
a transformation from surplus to deficit—in cash terms 
—in the budgetary position in Venezuela, a small in- 
crease in deficit in Cuba, a small reduction in deficit in 
Ceylon, India and Pakistan and a slightly larger reduc- 
tion in deficit in Iraq and the Philippines. In Indonesia 
and on a smaller scale in Peru and Uruguay, increased 
government shortfalls were a major inflationary force. 
An increased deficit made the public sector an important 
subsidiary cause for credit expansion in Chile and 
Thailand and to a less extent Burma, as did a slightly 
smaller deficit in Brazil, and to a less extent in China 
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possible the domestic monetary effects of foreign trans- 
actions. i ; 

P= Credit to the private sector, representing claims of bank- 
ing system on individuals and businesses. 

G= Credit to the government sector as measured by net 
change—indebtedness minus deposits—in the govern- 
ment’s dealings with the banking system. ; 

O= Other sources of money, measured by the net change in 
unclassified assets and liabilities minus the change in 
quasi-money. 


Changes in these components are represented in a standard 
set of radial lines as indicated in the legend. For each country, 
length of the line representing each component is equal to the 
change in that component expressed as a ratio of the absolute 
sum of all components; a solid line (upward) indicates a positive 
change, a dotted line (downward) a negative change. 


b Change during calendar year—except in a few cases in which 
the year ending September, October or November was used— 
expressed as a percentage of money supply at beginning of year. 


© Measured by the difference between the 1958 and 1957 values 
of the ratio of exports minus imports to exports plus imports. 
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(Taiwan), the Dominican Republic and the Republic 
of Korea. 


There were a few countries in which an expansion of 
government borrowing was intended to offset, at least 
in part, the deflationary impulse from other sectors. 
This was the case in Australia and Ethiopia where the 
budget deficit was increased, and in El Salvador, 
Guatemala and Honduras where there was a switch 
from surplus to deficit. In Syria there was a significant 
reduction in the deficit, despite the deflationary effect 
of changes in the external sector. 
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In the aggregate only a small proportion—perhaps 
a sixth—of the primary exporting countries were in 
budgetary surplus, in cash terms, in 1958. For each 
country in surplus there were two which registered a 
smaller cash deficit than in 1957, though in most cases 
the reduction was very small. There were almost as 
many countries with government accounts moving into 
deficit as there were those moving into surplus. And 
there were almost as many running a larger deficit as 
there were running a smaller one (see table 90). 


Table 90. Primary Exporting Countries: Distribution of 
Changes in Government Budgetary Position* 
Bee a ee 


Change 


Larger surpluses: nese ay en nan ene 1 
Moved from deficit to surplus......... 1 
Sroallerideficit:n.cannaehees ace eanc 8 
Sinallerisurplusie vqoupasaiaw ou ireoteteane 1 
Moved from surplus to deficit......... —— 
Larger dehcit tigi. vote sees oe aoe noe 9 


Ratio of change in the government balance® belween 1957 


and 1958 to total government expenditure in 1957 


(percentage) 
6 to 10 11 to 20 21 and over Total 
= a — 1 
2 2 ~- 5 
2 1 ] ips 
— = = 1 
1 ] 2 4 
1 1 — ll 
6 5 3 34 


Source: United Nations, Statistical Yearbook, 
1958 (sales number: 58.XVII.1); Economic Survey 
of Latin America, 1958; International Monetary 

und, International Financial Statistics; national 
sources. 


FIscAL AND MONETARY POLICIES 


In the primary exporting countries internal economic 
policy is invariably influenced and often determined 
by the state of external balance, contemporary and 
prospective. Changes in the production and prices of 
commodities being as great as they were, the period 
1957-1958 offers a good deal of evidence of this. But 
it also offers evidence of the possibility as well as the 
difficulty of insulating the domestic economy from the 
forces emanating from world markets. Two broad 
types of situation may be distinguished: one which 
gave rise to an internal economic policy geared to 
neutralizing the distributive consequences of external 
price changes, whether favourable or unfavourable; 
the other tending to subordinate internal policy to 
considerations of external balance. In many countries 
these situations coexisted in 1958. In some—especially 
among those that experienced a significant deteriora- 
tion in their terms of trade—the state of external dis- 
equilibrium was such that efforts to correct it tended 
to shape most domestic measures: growth was sacri- 
ficed to stability. In others growth was maintained 
through public investment financed, in effect, by re- 
straints on private consumption. 


® As measured by the net change—indebtedness 
minus deposits—in the government’s dealings 
with the banking system; calendar year in most 
cases, year ending in September, October or No- 
vember in the remainder. 


In some countries the impact of external changes 
on domestic incomes was lessened by existing market 
stabilizing machinery. In Ghana, for example, the price 
paid to cocoa producers in 1958 was held at the 1957 
level, notwithstanding the notable rise in price that 
occurred on the world market. A similar policy was 
followed in Nigeria: through the operation of market- 
ing boards, cocoa farmers were prevented from enjoy- 
ing the higher world price, while at the same time 
producers of ground-nuts and palm oil were shielded 
from the effects of a decline in price. In Uganda, the 
price paid to cotton producers was maintained in the 
1957/58 season in the face of declining prices outside, 
but for the 1958/59 crop a cut of about 3 per cent was 
effected. In New Zealand, the precipitous decline in 
butter prices between mid-1957 and mid-1958 exhausted 
the resources of the dairy industry’s stabilization fund, 
and it was enabled to maintain minimum payments to 
farmers only by a £5 million loan from the Govern- 
ment. Here, as well as in South Africa, sheep farmers’ 
incomes were protected to some extent from the full 
impact of the decline in wool prices by the introduction 
into the public auctions of a floor price at which the 
producers’ organization used its reserves to buy up 
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supplies. A similar scheme sustained a minimum tin 
price,’ but this was operated internationally and since 
it was accompanied by severe restriction of exports it 
did not sustain producers’ incomes. Indeed, the need 
for producers to make further cash contributions to 
keep the buffer stock operations going actually imposed 
an additional strain on incomes. 


Similar problems arose out of the international 
agreement to support the world price of coffee by with- 
holding supplies from the market. In this case, how- 
ever, there was no curtailment of production; indeed 
the problem was itself a result of the magnitude of the 
increase in crops in 1957/58 and again in 1958/59. 
The cost of buying up substantial proportions of these 
large crops—in the case of Brazil 20 per cent of export- 
able supplies in the first season and 40 per cent in the 
second—was a major item of public or semi-public 
expenditure, adding appreciably to the inflationary 
forces already at work in most of the coffee exporting 
countries. 


Paralleling the cutback in tin production was a less 
formal arrangement for reducing copper production in 
order to support the world price. The incidence of this 
was greatest in the United States, but it also affected a 
number of primary exporting countries including the 
Belgian Congo, Rhodesia and Chile. Support operations 
were also carried out on the cotton markets in Egypt 
and the Sudan. In Egypt they were accompanied by 
barter deals and other sales which sustained exports; 
in the Sudan, however, coinciding with the widespread 
recession in the textile industry, they resulted in the 
accumulation of large stocks in 1957 which had to be 
liquidated at much lower prices in 1958. 


In some countries the impact on domestic producers 
of changes in the prices of export products on world 
markets was lessened by contrary changes in the rates 
at which foreign exchange earnings were converted 
into local currency. As indicated in the previous sec- 
tion, this was brought about by a rapid depreciation in 
the case of Bolivia, Chile and Peru or by deliberate 
devaluation, selective or general, in China (Taiwan), 
Turkey and Uruguay. These were among the countries 
with the highest rates of increase both of money supply 
and of retail prices. They were also among the countries 
in which a government deficit—on a reduced scale 
in the case of China (Taiwan), on an increased scale 
in the case of Chile, Peru and Uruguay—was a major 
source of inflationary pressure. This pressure was en- 
hanced by the changes in the exchange rate, which 
were in part responsible for the reduction in imports 
that occurred in all these countries save China 
(Taiwan). 


The repercussions on domestic economic policy of 


7 Except for a brief period in a the manager 
of the buffer stock ran out of funds. For details of this and other 
stabilization measures, see United Nations, Commodity Survey, 


1958. 
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the measures dictated by developments affecting the 
export sector naturally differed from country to coun- 
try. In many instances they hampered efforts being 
made to restore internal equilibrium, especially where 
these efforts were designed to adjust domestic demand 
to available resources while the new measures involved 
the maintenance of money incomes in the face of a 
reduced supply of imported goods. In other instances, 
however, these measures were of relatively minor 
significance, either exercising only a slight influence 
on the distribution of incomes or serving merely to 
reinforce current domestic policies. 


In Ghana—one of the few countries whose external 
balance was improved by price movements in 1958— 
fiscal policy in 1957 and 1958 reflects the fact that 
these were transitional years between the completion 
of one development plan and the formulation of 
another. A cautious 1957/58 budget, which had in- 
creased indirect taxes, reduced current expenditure 
and postponed the inauguration of the new develop- 
ment programme, complemented the policy of insulat- 
ing farmers from the rise in cocoa prices abroad. The 
result, however, was the emergence of some slack in 
the economy, and this in turn induced a more expan- 
sionary budget for 1958/59 which made provision for 
an increase in the amount of public construction. 


Compared with the profound distributive effects of 
the cocoa stabilization policy in Ghana, the wool sup- 
port schemes in South Africa and New Zealand had 
very limited consequences. In South Africa, the Wool 
Commission’s support purchases in its first year of 
operation entailed an outlay of about £6 million, not 
much more than an eighth of the proceeds of wool 
exports in 1958 and less than 2 per cent of total export 
proceeds. Since a reduction of over a third in wool 
earnings, coming in the wake of a substantial rise in 
imports in 1957, caused a serious decline in reserves, 
however, stemming this loss became a prime object of 
domestic economic policy. Rather than reintroduce 
quantitative controls over imports, the Government 
chose to borrow abroad and disinflate at home: interest 
rates were raised, hire-purchase terms stiffened, local 
authority borrowing restrained and the reserve re- 
quirements of the commercial banks increased. This 
policy was complemented by fiscal action and, although 
public investment was substantially higher, the Govern- 
ment cash account moved into surplus. In the second 
half of the year, with some recovery in foreign exchange 
reserves, monetary policy was reversed, the discount 
rate lowered and commercial bank liquidity increased. 


Faced with an even sharper decline in exchange re- 
serves, New Zealand, on the other hand, resorted to 
direct controls over imports as well as to foreign 
borrowing. Domestic consumption and investment con- 
tinued to increase, though at a diminishing rate, stimu- 
lated in the year ending in March 1958 by a budget 
deficit, but curbed in the following year by higher taxa- 
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tion—which carried the government account into cash 
surplus—higher interest rates and a reduction in the 
volume of available supplies. 


The cutback in production associated with the price 
stabilizing schemes for tin and copper was a powerful 
deflationary factor in several countries, adding to the 
impact that stemmed from lower world prices for these 
and other metals. One of the early results was a decline 
in government revenue, and in countries in which the 
budget deficit was the principal cause of internal in- 
flation and an important contributor to external im- 
balance, this made it more difficult for income-support- 
ing counter-measures to be introduced. There was a 
sharp cut in public investment in the Belgian Congo, 
and in Rhodesia the development plan was revised 
downward; in the private sector credit conditions were 
restrained. In Rhodesia, maize subsidies were reduced 
and the rate of immigration lowered; in the Belgian 
Congo a number of indirect taxes were increased. There 
was some reversal of policy later in the year, however, 
under the influence of a partial recovery in the copper 
price on the one hand, and a rise in unemployment on 
the other. In October, hire-purchase controls were re- 
laxed in Rhodesia, while in the Belgian Congo private 
credit was liberalized and the rate of government 
spending raised, especially in connexion with peri- 
urban agriculture and construction. 


In Bolivia and Chile, where, as in the two African 
countries, the decline in mining revenue caused a 
serious reduction in government income, additional 
strain was placed on the stabilization programme, for, 
despite a widening of the tax base and an increase in 
many tax rates, the budget deficit continued to mount. 
In Chile the Government increased its borrowing from 
the banks, thus offsetting the effects of new curbs that 
had been laid on private lending by the commercial 
banks. Wage rates were frozen after an increase in 
January, but with production down slightly, imports 
substantially lower and the money supply greatly ex- 
panded, prices continued to rise. The cost of living was 
also affected by reductions in the subsidization of vari- 
ous public utilities, and it became impossible to pre- 
vent further wage increases. In Bolivia there were 
wage increases averaging about a fourth in September, 
but the labour situation was aggravated by the low ex- 
port quotas for tin and the consequent closing of 
marginal mines. Toward the end of the year the Gov- 
ernment decreed a partial moratorium on the repay- 
ment of bank loans. 


In Malaya, government revenue was hit not only by 
the reduction in tin mining but also by the decline in 
rubber prices from the middle of 1957 to the middle 
of 1958. Though the Government was better placed 
than in many other primary exporting countries to 
take compensatory action, the small budgetary deficit 
was actually reduced in cash terms in 1958. Despite 
renewed efforts to attract foreign investors, there was 
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also a decrease in private capital formation; unem- 
ployment increased considerably, especially in the 
tin industry, and the price level declined during the 
year. In Indonesia, facing very similar external cir- 
cumstances, the internal economic problem was mag- 
nified by political conflict as well as by action taken 
against Dutch concerns; the former greatly accelerated 
the rate of growth in government borrowing from the 
central bank, the latter hampered a number of activi- 
ties, notably the operation of coast-wise shipping, and 
both contributed to a major decline in total produc- 
tion. Since, in addition, imports were cut back very 
substantially for balance of payments reasons, both 
consumption and investment were reduced. The price 
level, however, continued its rapid upward movement. 


The deteriorating external balance also aggravated 
the state of internal balance in Peru, exports, imports 
and government revenue all being substantially lower 
than in 1957. By requiring the commercial banks to 
maintain greater reserves, the Government sought to 
restrain the volume of credit advanced to the private 
sector but, despite new and increased taxes, the deficit 
in the public sector increased to twice the 1957 figure. 
In the wake of rising prices, labour disputes were fre- 
quent in the first half of the year but, after a general 
wage increase in June, a freeze was imposed in an 
effort to break the upward spiral. 


In the coffee group the decline in export earnings 
and the burden of the price support scheme were 
heaviest in the case of Colombia and Brazil. In both 
countries the financing of stocks under the coffee 
withholding agreement became a major problem in 
1958. In Colombia, where the ordinary budget deficit 
was reduced to manageable proportions, the value of 
the official coffee stocks rose tenfold to 576 million 
pesos between June 1957 and June 1958, all paid for 
by means of advances from the Central Bank. As a 
result of this inventory accumulation, total invest- 
ment rose slightly over the 1957 level even though 
there was a reduction in fixed capital formation. The 
burden of financing stocks added considerably to the 
strain on the Government’s anti-inflationary policy 
under which credit to the private sector was curtailed 
on two occasions during the year: in March when a 
rise in commercial bank cash reserve ratios was ac- 
companied by a reduction in the rediscounting facili- 
ties offered by the Central Bank, and again in May 
when there was a further increase in reserve require- 
ments and a doubling of many rates of interest. In 
November, support was given to the official policy by 
a voluntary price freeze announced by a number of 
industrialists, but during the year the supply of money 
increased by more than a fifth and retail prices in 
1958 were about 15 per cent above the 1957 level. 


Brazil was in a similar position: by the end of the 
1957/58 season the burden of buying up excess coffee 
supplies became so heavy that the official agency 
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ceased concurrent purchases, deferring the transfer 
of the surplus to the end of the 1958/59 season.’ 
Partly as a result of the coffee purchases and a marked 
rise in the government deficit, the supply of money 
rose by about a fourth during 1958. Toward the end 
of the year an “‘austerity programme” was introduced 
with the object of reducing inflationary pressures by 
means of a better balancing of public accounts: in 
October there was a widespread increase in taxes and 
in the following month many public works were tem- 
porarily suspended. There was no curtailment of 
credit to the private sector, however, and although 
the rediscount rate was raised from 6 to 8 per cent in 
April, this was of relatively little consequence in 
the face of a price increase which at the retail level 
amounted to 23 per cent in the course of the year. A 
freeze was imposed on the prices of staple commodities 
in November, but the new year opened with a 30 per 
cent rise in minimum wage rates. 


In the Sudan, internal economic policy was affected 
not only by the rapid decline in world prices of long 
staple cottons but also by the wide variation in the 
local harvest, the 1957/58 cotton crop being not 
much more than a third of those of 1956/57 and 
1958/59. The tendency for excessive reserve prices 
to inhibit sales in 1957, in combination with the sub- 
sequent decline in world price and the reduction in 
domestic output, occasioned considerable financial 
stringency in 1958. Largely with the object of restrict- 
ing imports, bank credit was cut back to about three- 
fourths of the 1955 level. The reduction in imports 
contributed to a marked rise in retail prices, while 
the decline in foreign trade resulted in a considerable 
drop in revenue, which unbalanced the budget (for 
the first time since 1932) and caused public invest- 
ment to be limited to the most urgent needs. It was 
not until late in the year, when foreign funds became 
available, that the development programme was fully 
resumed. By this time cotton sales were being stimu- 
lated by barter arrangements, while the system of 
reserve bids at auctions, first made more flexible by 
adjustments of the floor price, was later abandoned. 


A decline in export earnings also exercised an im- 
portant influence on the situation in India. Indeed, 
coming after two years of deterioration in the external 
balance, and a poor 1957/58 grain harvest, it was a 
major determinant of economic policy. There being 
little scope for further cuts in imports of consumer 
goods, relief was sought chiefly in foreign loans. 
There was a marked slowing down in the rate of in- 
crease in investment, however, even in the public sce- 
tor: part of this was in the nature of the arithmetic of 


8 The cost of buying up the 4 million bags of coffee that Brazil 
had agreed to withhold from the 1957/58 crop, even at the re- 
latively low average price of 1958, would have involved an outlay 
equivalent to between a fifth and a fourth of total 1958 export 
earnings, an amount of the same order as the current account 
deficit on the balance of payments. 


the five-year plan, part reflects deferment of certain pro- 
jects. Though some taxes were increased in February, 
the budget remained substantially in deficit and, not- 
withstanding the Government’s “fair price” policy 
with regard to food sales and a reduction in excise 
duties on cloth and tea, the cost of living index con- 
tinued to rise. 


With inflationary forces much more deeply en- 
trenched, Argentina, Turkey and Uruguay also tended 
to shape their domestic economic policies in the light 
of changes in the external situation. In Turkey, the 
effect of lower commodity prices was accentuated by 
a reduction in the output of several export products— 
particularly tobacco, copper, lead and chromite—as 
well as by a tendency for a higher proportion of out- 
put to be consumed internally. The mid-year adjust- 
ment of currency values, referred to in the previous 
section, was part of a wider stabilization programme 
which also involved price controls and the rationing 
of various essential goods and later a rise in indirect 
taxes, aimed at curbing consumption as well as reduc- 
ing the government deficit. The severe curtailment of 
imports tended to hamper production in some indus- 
tries and it added to the pressure on prices which had 
raised the cost of living by about a fourth in the 
course of the year. 


In Uruguay, the curtailment of imports was even 
more severe and in 1958 there was some acceleration 
in the rate of increase in domestic prices. Part of the 
difficulty, however, lay in the price policy in respect 
of export products: after the adjustments discussed 
in the previous section, first in regard to wool and 
later meat, employment and incomes in the export 
industries improved, along with the exchange earning 
capacity of these industries. The domestic economy 
remained out of balance, however, for apart from the 
shortage of imported goods—including raw materials 
and components for local factories—and notwith- 
standing widespread tax increases, the public sector 
remained in substantial deficit, and the retail price 
level rose by a fifth during the year. 


In Argentina, efforts to improve the state of internal 
equilibrium also continued to be hampered by a large 
trade deficit, though a decline in import prices between 
1957 and 1958 compensated in some measure for the 
slow growth in export earnings. Several steps were 
taken in the course of the year to enlist a greater 
amount of foreign capital in the development process: 
concessions were made in the fiscal treatment of inter- 
est and dividends, depreciation allowances were in- 
creased and certain capital expenditure treated as 
current in the field of forestry and mineral develop- 
ment, and later in the year ad hoc arrangements were 
negotiated with foreign concerns for accelerating the 
rate of petroleum exploration and mining. In March, 
efforts were made to increase building construction: 
rent increases were authorized and a new form of 
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housing loan initiated. In mid-year, credit conditions 
were liberalized by a lowering of commercial bank 
marginal reserve requirements, while encouragement 
was given to agricultural production by a general 
increase in support prices. Though there was a modest 
rise in total output, powerful inflationary forces— 
including the public deficit—were still at work, and 
with a continuing rise in retail prices—about 50 per 
cent in the course of the year—strikes alternated 
with wage increases in different sectors of the economy. 
The policy of seeking to hold down prices and wages 
that was followed in the first part of 1958 gave way 
to one of letting price increases restrain consumption. 
Postage and utility rates were raised in October and 
the higher peso cost of imports was passed on to the 
rest of the economy. Late in the year, however, there 
was some renewed restraint on credit, a general in- 
crease in taxes and an attempt to reduce current 
expenditure by removing redundant workers from the 


public payroll. 


The effects of lower world prices on the domestic 
economy of primary exporting countries was also 
apparent among the sugar exporters. The largest 
reductions in receipts were registered by the smaller 
producers in the Caribbean and Indian Ocean areas; 
Cuba also earned less than in 1957 but China (Taiwan) 
increased its total earnings by means of a substantial 
expansion in volume. In Cuba, the depressing effect 
of the reduction in earnings was accentuated by inter- 
nal strife, and development was retarded: both the 
per capita level of consumption and the rate of capital 
formation were lower than in 1957 when sugar in- 
comes were exceptionally high. A contributory factor 
was the restraint placed on credit conditions in 
January—and again in May—when interest rates 
were raised and the cash reserve requirements of the 
commercial banks increased. Minimum wage rates 
were raised by 30 per cent in March, but in August, 
and again in October, disposable income was reduced 
by a wide range of tax increases. In China (Taiwan), 
by contrast, external pressures tended to be somewhat 
less than in 1957. There was an easing of credit— 
especially in the second half of the year when special 


facilities were created for industrial borrowers—bank 
reserve limits were lowered and interest rates reduced. 
Investment was maintained more or less at 1957 
rates, even though rice and sugar crops in 1958/59 
were somewhat lower than in the previous season. 


Where, because of their size, or because of trends 
in trade or capital movements, foreign exchange re- 
serves were judged adequate to meet immediately 
foreseeable movements in the external balance, the 
deflationary influence of the decline in export proceeds 
could in various ways be deliberately counteracted 
by internal policy. In Australia, for example, the 
liquidity, and hence the lending capacity, of the com- 
mercial banks was increased by the release of part of 
the special reserves they are required to hold in the 
Central Bank, while the budget introduced in mid- 
1958 was geared mainly to the domestic situation: by 
widening the deficit, it was designed to help in the 
maintenance of employment and aggregate income in 
the face of a major reduction in agricultural earnings. 


Such a course of action was also possible in Vene- 
zuela, which found itself in the unusual position of 
registering a decline in a number of economic vari- 
ables between 1957 and 1958. These declines, how- 
ever, reflected the exceptional conditions of 1957 
rather than a reversal in underlying economic trends: 
not only did the Suez crisis result in a considerable 
upswing in petroleum production and exports in 
1957, but there was also a major influx of capital con- 
sequent on the disposition of new petroleum con- 
cessions. In 1958, trade in petroleum was lower, total 
production was barely maintained, there was a reduc- 
tion in capital formation, and per capita consumption 
was sustained only by drawing down foreign exchange 
reserves. In order to encourage building, certain tax 
concessions were enacted in July, but the effect of 
these on revenue was offset later in the year by an 
increase in income taxes. This increase was the result 
of a tax reform designed to give the Government a 
greater share of petroleum profits and thus to step up 
its redistributive function in support of the less de- 
veloped sectors of the economy, notably agriculture. 


Outlook? 


With recovery beginning to get under way in the 
industrial countries, the demand for some of the 
products of the primary exporting countries began to 
pick up slightly in the second half of 1958 and this 
process continued in the first quarter of 1959. Where 
production rates had been adjusted to the lower level 
of consumption—as in the case of tin, copper and 
rubber, for example—prices began to rise, as they did 
in the case of commodities such as sisal, abaca, jute 

9 This section is based in part on replies received from Govy- 


ernments to the United Nations questionaire of November 1958 
on economic trends, problems and policies. 


and zine which benefited from an expansion in demand 
originating in increased motor-car production or in 
larger grain harvests. The rise in the prices of butter, 
cheese, beef, copra and palm kernels, which had begun 
earlier, continued in the second half of 1958, and in 
the first quarter of 1959 their averages were all above 
those of both the first and the last quarters of 1958. 
It was mainly as a result of these movements that the 
downswing in the price index of primary commodities 
in international trade was brought to a halt. Even 
the textile industry—the most generally and in some 
countries the most seriously depressed industry in 
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1958—began to show signs of recovery, at least in 
the United States; in the early months of 1959 the 
steep decline in wool prices was halted and, in the 
case of coarser staples, even reversed. 


The extent to which these upward price trends are 
likely to persist and be reflected in the export earnings 
of the primary exporting countries depends not only 
on the maintenance of higher rates of consumption 
in the industrial countries but also on demand from 
the centrally planned countries as well as the primary 
exporting countries themselves. It is also a function 
of supply both in the aggregate and from particular 
exporters. The prospects for movements in these 
variables are far from uniform. 


In the case of rubber, the price rise that began in 
mid-1958 has continued fairly strongly, with some 
acceleration evident towards the end of the first 
quarter of 1959 and futures being quoted somewhat 
above spot prices. At the beginning of May, London 
quotations were almost 50 per cent above the low 
point of a year earlier, reflecting both increased rates 
of consumption in the industrial countries and larger 
purchases by the centrally planned countries. These 
developments bear out the expectations of such coun- 
tries as Thailand that 1959 would bring a higher unit 
value for rubber exports. There are restraining in- 
fluences on the supply side, however, originating on 
the one hand in the possibility of increased output 
from recently planted high-yield trees in Malaya and 
western Africa and from smallholders in Indonesia, 
who have in the past responded to the incentive of 
higher prices, and on the other hand in the availability 
of greater capacity for producing synthetic varieties. 
The most notable expansion of this capacity has been 
in western Europe; and though it has been assumed 
that the initial effect of these new facilities would be 
to reduce imports from North America rather than 
reduce consumption of natural rubber, the wider the 
gap between the two prices the greater the probability 
of substitution. 


The rise in the prices of copper, zinc and tin had 
its origin in 1958 in restrictions on supply; later in 
the year, however, increasing rates of consumption 
began to sustain the market, enabling some stocks to 
be liquidated. In the first quarter of 1959, London 
prices were above the corresponding 1958 figure by 
42 per cent for copper, 18 per cent for zinc and 5 per 
cent for tin. For copper and tin—but not for zinc— 
futures were quoted at a premium over spot prices. 
As in the case of rubber, however, available capacity 
seems adequate to meet any immediately foreseeable 
increase in demand. In the case of tin, indeed, idle 
facilities are unlikely to be fully recommissioned until 
stocks in the buffer pool are reduced and some of the 
buying power of its manager restored. Though the 
International Tin Council has raised quotas for the 
second quarter of 1959, 15 per cent above the mini- 
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mum level of the preceding six months, they are still 
at little more than 60 per cent of the average rate of 
production in 1957. 


In the case of copper, mine capacity that had been 
taken out of production early in 1958 began to be 
reabsorbed later in the year when stocks were run 
down by prolonged strikes in Chile and Rhodesia. 
The industry is in a position to meet a considerable 
expansion of demand, however, by virtue of the pros- 
pective opening of the El Salvador mine in Chile 
(with a potential output of 100,000 tons a year) and 
the Toquepala mine in Peru (100,000 tons) and the 
reopening of the Bancroft mine in Northern Rhodesia 
(40,000 tons). Several countries are expecting to 
export less zine in 1959 than in 1958, but this reflects 
changes on the demand side—notably the quota re- 
strictions imposed late in 1958 on imports into the 
United States—rather than any shortfall in supply. 
For similar reasons, lead exports are also expected 
to be lower; since lead has not participated in the 
recovery of non-ferrous metal prices, moreover, earn- 
ings from these exports may register a greater decline. 
This possibility was one of the factors leading in 
May 1959 to the setting up of an International Lead 
and Zine Study Group to examine the industry’s 
problems. At the conference which led to the estab- 
lishment of the Study Group, several countries— 
including the major exporters Australia, Mexico and 
Peru—undertook to reduce their lead and zine out- 
put for the remainder of the year. 


The pastoral products—butter and cheese, beef, 
and, more recently, wool and hides and skins—are 
also among those showing a rising price trend. Except 
in the case of beef, however, this represents no more 
than a recovery—still partial in the case of wool— 
from the low levels to which these prices had fallen 
in 1957 and 1958. Though, among the exporters, New 
Zealand does not expect average unit value to be 
higher in 1959 than in 1958, the price trend in the 
early months of 1959 reflects the increase that was 
taking place in consumption—in the case of wool, 
for example, a return to 1957 rates in several coun- 
tries. Though still averaging well below the 1958 
level, wool prices rose by a fourth or more in the 
first four months of 1959, reflecting increased demand 
from the centrally planned countries as well as the 
industrial countries. Butter prices in the first quarter 
of 1959 averaged about a fourth more than in the 
corresponding portion of 1958, while cheese prices 


had doubled. 


Beef, the exception in the previous group, was one 
of the commodities enjoying a firm market in 1958, and 
indications are ‘iat it is likely to maintain its position: 
the average price in international trade in 1958 was 
a post-war record and in the first quarter of 1959 
prices were well above the corresponding figures a year 
earlier. Demand in the United States continues strong, 
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while supplies may tend to fall off—in Argentina be- 
cause of the high rates of slaughter in recent years and 
the difficulty of cutting domestic consumption and in 
Australia as a result of the 1957 drought. Much, how- 
ever, depends on production in the principal importing 
countries of Europe, not only of beef but also of pork 
and lamb. 


The prospects for copra and palm kernels are less 
clear. Their prices rose steadily during 1958 in the 
wake of supply difficulties caused chiefly by drought 
in the Philippines and a substantial reduction in 
Indonesian shipments: in the first quarter of 1959 
prices for both commodities were at a post-Korean high 
and well above the 1958 average. Though supplies may 
improve in 1959, the effects of Philippine drought are 
likely to persist. However, at the higher price level 
these products are subject to increased competition 
from the softer oils—from ground-nuts, for example 
—production of which is substantially greater in 
1958/59 than in 1957/58. Though ground-nut prices 
have risen fairly steadily since mid-1958, the price 
ratio of ground-nut oil to coconut oil was reversed— 
from 5:4 in the last quarter of 1957 to 4:5 in the last 
quarter of 1958. 


The hard fibres are also among the products showing 
a firmer price trend in the second half of 1958; and in 
the first quarter of 1959 sisal averaged about a sixth 
higher than in the corresponding portion of 1958 and 
abaca about an eighth higher. In the case of sisal the 
gain reflects increased demand flowing partly from the 
larger cereal crops in many countries and partly from 
a higher level of industrial consumption, especially 
in the motor-car industry. In the case of abaca, lower 
output—caused by drought and disease in the Philip- 
pines—was largely responsible. 


Against these signs of probable improvement in the 
terms of trade of the primary exporting countries, 
however, are a number of negative factors. Chief 
among them is the problem of longer-term maladjust- 
ment between demand and supply, evidenced by a 
price decline in 1957 and 1958 coincident but not 
directly connected with the industrial recession. The 
commodity falling most clearly in this category is 
coffee, the supply of which—boosted by large succes- 
sive crop increases in 1957/58 and 1958/59—has far 
outrun immediate consumption needs at foreseeable 
price levels. But a number of other commodities are 
in a basically similar market situation, distinguished 
only by the fact that most of the excess supply is held 
not in the primary exporting countries but in the 
United States. It is for this reason that the world price 
of such commodities as maize, wheat and cotton 
(other than extra-long staple varietii ) depends very 
largely on the export policy of the United States. None 
of these products in chronic surplus participated in 
the firming of market prices in the latter part of 1958 
or early in 1959. 


Coffee prices in the first quarter of 1959 were all 
substantially below the corresponding 1958 figures: 
by a fourth in the case of Brazilian hard, a fifth in the 
case of Angolan robusta and a sixth in the case of 
Colombian mild. Futures, moreover, were quoted at 
considerable discounts on spot prices. Most coffee pro- 
ducers—many of them carrying very large stocks— 
expect to maintain the volume of exports but, as 
prices are expected to continue their downward drift, 
coffee earnings are likely to be lower than in 1958. 
On this basis, countries such as El Salvador and Guate- 
mala predict a further deterioration in their balance of 
trade. The extent to which prices do in fact fall will be 
determined in large measure by the efficacy of the ex- 
port quota system being introduced among participants 
in the Coffee Agreement to replace the stock retention 
scheme that operated in 1958. 


Maize prices were about the same in the first quarter 
of 1959 as a year before, but wheat and cotton prices 
were much lower. Subsequently, the decline in the 
latter appears to have been halted, in the case of wheat 
by the stabilizing effect of a new International Wheat 
Agreement, in the case of cotton by an increase in 
rates of consumption. The recovery in demand for 
cotton has begun to raise prices not only of American 
types—whose prices had dipped in anticipation of the 
increase in United States export subsidy from 6.5 to 
8 cents a pound due to take effect in August—but also 
of extra-long staples which had fallen precipitously 
almost to parity with the medium staples. The Wheat 
Agreement coming into force in August 1959 appears 
likely to be more effective than the one it replaces, if 
only by virtue of the participation of the United King- 
dom, the largest importer. It has reduced slightly the 
upper limit of the range of prices for transactions, 
fixed ratios of total imports that each importing parti- 
cipant is to acquire from exporting participants, set 
out guiding principles for surplus disposals and_ar- 
ranged for the Wheat Council to review regularly the 
state of international balance in the wheat market. 


Another commodity whose market reflects the exis- 
tence of surpluses is sugar, the price of which has 
fallen steadily since the shortfall in European pro- 
duction at the time of the Suez crisis. Though the 
guaranteed market in the United Kingdom will yield a 
higher return in 1959 than in 1958 to the exporters 
participating in the Commonwealth Agreement, prices 
on the free market are likely to reflect the fact that the 
1958/59 European beet crop is of record dimensions, 
about 8 per cent above the 1957/58 level. Output in 
many of the exporting countries—notably Cuba—is 
also high. After dropping back to the 1956 level in 
1958, these free prices weakened appreciably in the 
first quarter of 1959—averaging about an eighth below 
the corresponding 1958 figure. Though substantially 
above this free level, prices on the United States 
market have also weakened and, despite an increase 
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in import quotas, countries selling sugar to the United 


States may not raise their 1959 export earnings above 
the 1958 level. 


The outlook for tea is similarly mixed. On the one 
hand, the demand for the better grades of high-grown 
tea has continued firm, but on the other hand, supplies 
of poorer grade, low-grown varieties have been in- 
creasing more rapidly. In the first quarter of 1959, 
prices of the former were fractionally higher than in 
the corresponding period in 1958 whereas prices of the 
latter were appreciably lower. The result has been a 
widening price spread, with Ceylon showing an in- 
crease in the unit value of its tea exports and India a 
decrease. 


Among the commodities that are likely to yield an 
appreciably lower unit value to exporters in 1959 are 
some whose prices in 1958 reflected particularly poor 
1957/58 crops. The cocoa crop, for example, which was 
about 14 per cent below the 1956/57 level in 1957/58 is 
back to within 3 per cent of the earlier level in 1958/59. 
Spot prices in the first quarter of 1959 averaged 13 per 
cent below the corresponding 1958 figure and 9 per cent 
below that of the last quarter of 1958, while futures 
were quoted at a substantial discount. 


Similarly the rice crop, after an 8 per cent decline 
in 1957/58, is back at the 1956/57 figure in 1958/59, 
and prices in the first quarter of 1959 also averaged 
appreciably less than in the first or last quarters of 
1958. Burma and Thailand, with much larger rice crops 
at their disposal, are likely to expand their exports very 
considerably, the limiting factor being not the supply, 
as it was in 1958, but the demand from net importing 
countries which—with the exception of Pakistan— 
have all enjoyed better harvests. Thailand expects the 
export price of rice to “drop slightly” compared with 
1958, but much depends on the extent to which main- 
land China—whose exports played a major role in the 
market in 1958—participates in the region’s rice trade. 
China’s 1958/59 paddy crop is reported to be sub- 
stantially above the level of the previous year. 


In the light of recent developments, petroleum is also 
likely to yield a lower unit value in 1959 than in 1958. 
This reflects both the slackening in the rate of growth 
in demand that accompanied the industrial recession 
and an expansion in supplies as the investment made 
in recent years has begun to yield results. In February 
1959 cuts were made in the posted price of crude oil— 
first in the Caribbean and shortly afterward in the 
Persian Gulf—the effect of which was to widen the 
gap between Middle East and Venezuelan prices and to 
reduce the former below its pre-Suez level. Several 
countries expect to export a greater volume of crude 
petroleum in 1959 than in 1958. Iraq, for example, 
looks forward to a doubling of production in the course 
of the next three years, though in 1959 the decline in 
price may offset the expansion in the volume of ex- 
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ports. It is possible that Iran, too, may derive little if 
any financial gain from the increase in output expected 
in 1959. The same is likely to be true in Venezuela 
where an 8 per cent expansion in export quantum is 
forecast. Unless the rapid growth in consumption is 
resumed in 1959, such expansion in the exports of 
these major producers may make it difficult for other 
exporters to increase their shipments or maintain their 
earnings, especially in the face of the rise in output in 
some of the newer areas in northern and western Africa 
and Canada and the quota restrictions placed on im- 
ports into the United States. 


It is against this background of commodity trends 
that the outlook of the primary exporting countries 
has to be assessed. There are relatively few countries 
in which export earnings are likely to suffer to any 
great extent as a result of a shortfall in available sup- 
plies. Compared with 1958, less cotton may be available 
from the current harvest in Brazil, Nigeria, Pakistan 
and Syria, less rice in Egypt and China (Taiwan), less 
wheat in Uruguay, less sugar in Australia, China (Tai- 
wan) and the Philippines, less ground-nuts from Ni- 
geria, less beef from Argentina and Uruguay. But some 
of these reductions are from abnormally large 1957/58 
crops, some can be made good from accumulated stocks, 
and, in the case of the beef exporters, price movements 
are likely to compensate for the reduction in volume. 
Apart from these instances of adverse crop change, 
the general picture is one of ample exportable supplies 
from all the main sources of agricultural produce. And, 
as indicated above, capacity should pose no problems 
in the way of expanding the supply of non-agricultural 
commodities. 


Among the special factors that are likely to influence 
the nature and distribution of the export trade of the 
primary exporting countries are the opening of the St. 
Lawrence Seaway and the inauguration of the Kuropean 
Common Market. The full effects of these innovations 
are not likely to make themselves felt immediately but 
certain repercussions are already being allowed for by 
some countries. The Seaway is likely on the one hand to 
increase the competitiveness of some United States 
agricultural products—cereals and oil-seeds in partic- 
ular—on world markets and on the other to make the 
North American hinterland more accessible to some of 
the products of the primary exporting countries. This 
applies especially to commodities with a low value to 
bulk ratio—iron ore, for example, exports of which are 
expected to rise in several South American and western 
African countries. 


Some of the territories that are associated with the 
European Common Market are expecting to derive 
some early benefits not only in the shape of investment 
funds but also by way of new export opportunities. The 
Belgian Congo, for example, hopes to expand its ship- 
ments of coffee and rubber to members of the European 
Community as a result of the new tariff arrangements. 
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Sinee, in the short run, expansion of this nature is 
more likely to involve the displacement of exports from 
other sources than a net gain in total shipments from 
the primary exporting group as a whole, there may be 
some consequential changes in the pattern of trade, 
but these will hardly be of much significance in 1959. 


On the whole it seems likely that, whatever gains 
are made in export proceeds in 1959, they will be of a 
moderate order in the aggregate, their magnitude deter- 
mined by the degree to which demand has recovered 
in the industrial countries rather than by output or 
potential output in the primary exporting countries. 
Changes in export-generated capacity to import are 
therefore unlikely to be such as to lead to any imme- 
diate new upsurge in imports into the primary exporting 


group, 


Almost all the countries that achieved a_ better 
balance of their external accounts did so by fairly 
drastic cuts in imports. Such cuts are not likely to be 
repeated but, reserves haying been drawn down in 
many cases to a relatively low level, there is little 
scope for any great rise in import expenditure. In the 
few countries where an increase is contemplated or 
expected—Argentina, El Salvador, Thailand, Turkey, 
Uruguay, Viet-Nam, for example—it has been made 
possible by or is contingent upon the receipt of foreign 
capital or commercial credits, Venezuela expects that 
if imports do expand, the inerease will be less than 
that of exports. Income changes in Australia, Rhodesia 
and South Africa and other countries in which there 
was a sharp deterioration in the terms of trade in 
1958 have not been such as might be conducive to 
greater imports. In India, Indonesia and New Zealand, 
strict controls are still in force: in general, increases 
are to be limited to essential raw materials and com- 
ponents required to sustain domestic industry. In 
New Zealand, indeed, total allocations for private 
imports—despite certain relaxations made early in 
1959—are appreciably below the 1958 level. In India 
and Indonesia—as in the case of the Philippines and 
other countries of south-eastern Asia—the improved 
harvest of 1958/59 has reduced the need to import 
food. No significant change is expected in Ceylon, 
but in Burma imports are to decline slightly, in China 
(Taiwan) they are expected to decline rather more 
than exports, and in the Republic of Korea they will 
follow the downward course of foreign aid. Guate- 
mala is contemplating a 10 per cent cut in imports 
for balance of payments reasons and in Brazil the 
expectation that “the foreign exchange problem will 
not become less serious” seems to rule out any large 
expansion in import expenditure. nae 


One of the consequences of the probable course of 
imports in 1959 may be to bring to a halt the loss of 
foreign exchange reserves that has proceeded for the 
past three years. Though the state of external equilib- 
rium of the primary exporting countries as a group 


may thus be improved, it is likely to be at well below 
the pre-recession level of trade. And in many cases, a 
lower level of imports may also mean a lower rate of 
growth, This situation has already arisen in countries 
in which restriction, having been enforced to the 
point of more or less eliminating all but the most 
essential consumer goods from imports, has had to 
fall on producer goods as well. Industrial production— 
to say nothing of construction and investment—has 
been handicapped by supply difficulties caused in this 
fashion in many instances and in countries as diver- 
gent in other respects as Argentina, Colombia, India, 
the Philippines, Turkey and Uruguay. 


In general, however, the restraints on imports may 
well have somewhat less of an inhibitive effect on 
internal growth in 1959 than they had in 1958. Domes- 
tic production promises to be appreciably higher and 
this should relieve the foreign trade budget of part of 
the burden it bore in 1958. The recovery in agricul- 
ture—particularly marked in south-eastern Asia, but 
also significant in Brazil and a number of other food- 
deficit countries—should greatly reduce the need to 
import foodstuffs, a need which, notwithstanding 
large-scale aid from United States surpluses, imposed 
an additional strain on foreign exchange resources in 
1958. Increasing fuel production in a number of 
countries should operate in the same direction. The 
proportion of petroleum requirements produced from 
local fields has risen measurably in a number of fuel- 
deficit countries, including Argentina (where it ac- 
counts for about a third), Brazil (a fifth) and Egypt 
(two-thirds) and developments now under way in 
these countries as well as in Israel, Pakistan and Syria 
should raise these proportions further in 1959, The 
fuel import bill is also being reduced by the changing 
composition of imports consequent upon the establish- 
ment of local refineries not only in the countries with 
domestic production of crude petroleum, but also in 
such countries as Australia and South Africa which 
still depend almost entirely on imports. 


Funds released from the importation of food and 
fuel will be available to maintain or increase imports 
of producer goods necessary to raise the rate of fixed 
capital formation. And indications are that the rate of 
investment will in fact be raised in many of the pri- 
mary exporting countries. Much of the increase will 
flow from declared or budgeted intentions of govern- 
ment. In Ceylon a large increase in capital expenditure 
will affect many activities in the public sector. In 
Burma and Indonesia an increase in public investment 
is expected to offset a reduction in private fixed capital 
formation. In Viet-Nam, where private investment is 
expected “to grow at a slow rate”, the government 
capital account is 7 per cent greater than in 1958. 


In Argentina the rate of capital formation will be 
raised by renovations and improvements to the pub- 
licly-owned railway system. Railway investment con- 
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tinues to be a major component of expanding invest- 
ment in South Africa where private capital formation 
may also pick up in 1959 in the wake of the relaxation 
of credit that took place towards the end of 1958. 
Transport investment is also one of the principal 
items in the planned expansion of public capital for- 
mation in the Sudan and, along with other elements 
of infrastructure, in the development programme of 


Ethiopia. 


Another major increase in investment is expected 
in Israel, largely in construction and partly a conse- 
quence of the continued high rate of immigration. 
Immigration continues to be an expansionary force 
in Australia, too, where the rising trend in investment 
that got under way in the second half of 1958—under 
the stimulus of an increased inflow of foreign funds 
as well as a high level of public capital expenditure— 
is expected to continue into 1959, 


A further expansion is in train in the United Arab 
Republic where a new industrialization programme is 
commencing, supplemented in Egypt by investment in 
the first stage of the Aswan dam project and in Syria 
by the development of newly discovered petroleum 
resources. In Ghana the second development plan is to 
be inaugurated in the middle of 1959 and private in- 
vestment is also expected to increase. A new ten-year 
plan is due to be undertaken in the Belgian Congo and 
some elements of this are being anticipated in a public 
works and agricultural development programme de- 
vised late in 1958 in order to combat unemployment. 
The mining sector is participating in this stepping up 
of the rate of investment and a rise in the price of 
copper would stimulate the process as it would in 
Rhodesia where, following the loosening of credit 
restraints late in 1958, private investment is also ex- 
pected to expand. In Venezuela where a renewed inflow 
of capital is expected, new steel and chemical industries 
should broaden domestic investment resources, even 
though the tendency of the present fiscal system to 
redistribute incomes in favour of the rural community 
is expected to encourage consumption at the expense 
of capital formation. 


Some expansion is also possible in New Zealand, 
partly in the industrial sector, which is being indirectly 
stimulated by the control imposed on competing im- 
ports, and partly in the field of housing under the 
stimulus of increased government lending. In El Sal- 
vador, investment in housing and in the export sector 
is expected to decline, but the effect of this is to be 
offset by expansion in the public sector which the 
Government hopes to finance with the aid of foreign 
credits. An inflow of capital is also regarded as an 
essential prerequisite for any increase in investment in 
a number of other countries, including Brazil, Somali- 

land and Thailand, all of which expect to have more 
foreign capital at their disposal. In the Republic of 
Korea the level of construction is expected to “‘de- 


crease slightly” as foreign aid is reduced, bringing 
gross fixed capital formation down by one or 2 per cent. 


Present indications suggest that the actual flow of 
capital into the primary exporting countries in 1959 
should be at least as great as in 1958. Both the number 
of international agencies and their capacity to lend are 
increasing and although such new bodies as the Inter- 
American Development Bank or the Arab Financial 
Institution for Economic Development are unlikely to 
play an important role in the immediate future, the 
International Finance Corporation and the United 
Nations Special Fund are stepping up their activities, 
and the Overseas Countries Development Fund or- 
ganized by the European Economic Community is 
embarking on a large-scale lending programme in the 
dependencies of its members—of which about $58 
million is to be provided in the year ending in October 
1959. The International Bank for Reconstruction and 
Development continues to be a major source of funds 
and apart from loans that may be negotiated in 1959, 
the amount outstanding on earlier loans to the pri- 
mary exporting countries—in excess of $800 million 
at the end of 1958—was $100 million greater than a 
year before. The increase in the resources of both the 
International Bank for Reconstruction and Develop- 
ment and the International Monetary Fund, at present 
under way, should also serve to expand their opera- 
tions. 


Bilateral arrangements also indicate an increase in 
the outflow of capital from the industrial countries. 
The United States Export-Import Bank is to receive 
$240 million in new funds in 1959, while the amount 
outstanding on lines of credit previously negotiated 
with the primary exporting countries exceeded $1 
billion at the end of 1958—$200 million more than 
that a year earlier. The United States Development 
Loan Fund, for which the Administration is seeking 
substantially greater obligational authority, has in- 
augurated a system of guaranteeing credits extended 
privately to foreign borrowers. Arrangements made by 
the Soviet Union with a number of primary exporting 
countries in 1958 should also increase the volume of 
external credit available to them in 1959. The United 
Kingdom is pledged to facilitate borrowing by Common- 
wealth countries and dependencies, including the pos- 
sibility of Treasury credits when market loans are not 
available. The Belgian Congo is to receive a grant of 
about $20 million from the metropolitan country, 
while the completion of new institutional arrangements 
within the French Community should be followed by 
a resumption of capital exports from France to its 
former dependencies. 


Though the United States capital market has become 
much tighter than it was in the first half of 1958, op- 
portunities for private borrowing have improved 
greatly in western Europe—notably in Switzerland and 
the Federal Republic of Germany—where interest 
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rates have declined and liquidity increased. The lifting 
of controls over domestic issues on the London capital 
market may also stimulate private capital exports— 
through the financial arrangements made by concerns 
with oversea subsidiaries. At the same time, the availa- 
bility of short-term credit seems more likely to increase 
than to diminish: this reflects not only easier condi- 
tions on European capital markets which may be ex- 
pected to facilitate the financing of exports but also the 
extension of various systems of official guarantee under 
which the exporter can insure against most of the risks 
of lending of this nature, as well as the intensification 
of competition among industrial suppliers in the face 
of the 1958 reduction in the import expenditure of the 
primary exporting countries. 


Though the availability of capital should make for 
some expansion in the outflow to the primary export- 
ing countries in 1959, the incentive to invest in the 
export industries in those countries is likely to be much 
smaller than it has been during most of the post-war 
period. Nevertheless, it is private foreign capital that 
is involved in an expansion in rubber and iron ore 
capacity in the export sector in Liberia, in the Kon- 
koure bauxite and power project in Guinea, and in 
production and transport facilities for petroleum in 
Iraq. This projected increase in investment in Iraq, 
however, is likely to be offset by some contraction in 
domestic capital formation: in order to reduce the 
deficit on the ordinary budget a larger proportion of 
oil royalties is being diverted from the development 
fund. A similar diversion is contemplated in Iran where 
a ceiling, equivalent to about $130 million—about 80 
per cent of total oil receipts in 1958—has been im- 
posed on the amount of oil royalties allocated to the 
Plan Organization in 1959 60. 


Guatemala and India also expect to see some cutting 
back of investment in 1959, only fractional in the case 
of the latter but relatively large in Guatemala. Both 
reductions reflect the inhibiting effects of foreign ex- 
change stringency which, in combination with meas- 
ures designed to combat fiscally-induced inflation, is 
also likely to restrain investment, if not to reduce it, 
in a number of other countries including Bolivia, 
Colombia, Pakistan, Peru and Turkey. In these and 
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several other countries an increase in the availability 
of foreign credits or aid would probably induce an 
expansion. Chile may attempt to raise its level of capi- 
tal formation even without a greater inflow of capital, 
the deflationary stabilization programme—its effects 
accentuated by the decline in copper prices—having 
caused an appreciable increase during 1957 and 1958 
in the volume of idle resources. Fear of increasing the 
level of unemployment also stands in the way of 
stabilization plans in Argentina where any significant 
reduction in the budgetary deficit would involve a cut- 
back in the civil service. Unemployment continues to 
increase in India and on a smaller scale in Ceylon, too. 
In these countries, however, it seems less the result of 
relatively short-term disequilibrium in production, 
consumption and investment than evidence of more 
deep-seated maladjustment in the propor tions in which 
labour, skill and capital are available in these low-in- 
come economies as they begin periods of more intensive 
industrialization. 


In general, 1959 is thus unlikely to see any great 
improvement in the state of internal imbalance in 
those countries in which inflationary forces have been 
particularly persistent or in which structural malad- 
justment has been a marked feature. Internally, accre- 
tions of resources and gains in productivity are not 
likely to be large enough to correct the imbalance be- 
tween demand and supply and between savings and 
investment. And externally, the balance of trade and 
payments is too precarious, reserves are too low, and 
probable movements in the terms of trade either un- 
favourable or too small to provide the means for bring- 
ing the domestic accounts much nearer to equilibrium. 


For the rest—the great majority of the primary 
exporting countries—the year may well bring some 
reduction in the degree of external disequilibrium. If 
1957 was a year of major external imbalance, and 1958 
a year of downward adjustment, 1959 could be a year 
of levelling out, leading in due course to a resumption 
of growth in their international trade. How long it will 
be before expansion gets under way again depends very 
largely on the rate of recovery in the industrial 
countries. 


Chapter 7 


‘RECENT TRENDS IN CENTRALLY PLANNED ECONOMIES 


Current economic trends 


AGRICULTURAL PRODUCTION 


During 1958, the outstanding development in agri- 
culture was the striking increase in output of over 60 
per cent recorded in mainland China. In the Soviet 
Union there was an increase of about 12 per cent. On 
the other hand, in other eastern European countries 
the levels of output attained in 1958 were only moder- 
ately higher than in the preceding year, the increases 
ranging from 1.3 per cent in Bulgaria to 6.7 per cent 
in Eastern Germany‘ (see table 91). 


The expansion in mainland China primarily reflected 
an increase in crops, though the output of animal hus- 
bandry, which accounts for a minor share of the total, 
also rose considerably. In the Soviet Union, good crops 


Table 91. 


Indices of Agricultural Production 
(Preceding year = 100) 


Country 1955 1956 1957 1958 
China (mainland)....... 108 105 104 164 
Baths debi cuidate se (113) = (115) (95) (112) 
Other eastern European 
countries, total....... 108 7 109 Bes. 
Poleatiarsexey s03220.. 110 93 116 ~— 101 
Czechoslovakia....... lll 102 99 = 103 
Eastern Germany..... 101 101 lll 107 
on te eee 112 88 Wiz. 105 
ee ea = > 102 108 104 — 103 
Dhaverwer, <= f5y¢..<<5 119 80 AN See 


Source: Reports on fulfilment of plans; national statistical 
yearbooks of Bulgaria, Czechoslovakia, Eastern Germany, Hun- 
ary, Poland and Romania; reply of Governments to the United 
aie questionnaire of November 1958 on economic trends, 
problems and policies; Hsin-Hua Semi-monthly (Peking). Group 
index and the index for the Soviet Union estimated by the method 
described in source to table 38. 


similarly accounted for most of the increase, the rise 
in output of animal husbandry being relatively modest. 
In most eastern European countries, by contrast, the 
performance in animal husbandry was better than that 
in crops, especially in Bulgaria and Hungary, where 
expansion of livestock production was sufficiently large 
to outweigh a reduction in crops.” Czechoslovakia and 
Eastern Germany were exceptions, however, livestock 
production in the former remaining nearly unchanged 


i Romania did not report data on total agricultural production, 
but it seems likely that the aggregate level of agricultural output 
was lower than in the preceding year, since output of crops 
seems to have declined very considerably. 

2 Tn Bulgaria plant ay declined by 6.5 per cent while 
the output of animal husbandry rose by 17.2 per cent. In Hun- 

ary the former declined by 2 per cent while the latter increased 
eS 16 per cent. 
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while crops rose by 5.8 per cent after two successive 
years of decline. 


In mainland China, bumper harvests of all the major 
food crops were reflected in such unparalleled in- 
creases in output as 74 per cent reported for grain,* 
334 per cent for potatoes and 42 per cent for sugar- 
beets and sugar-cane (see table 92). No less impressive 
were the increases in output of industrial crops; cotton 
and tobacco, which are two of the major crops, re- 
corded increases of 102 and 115 per cent respectively. 
These changes were the more remarkable since, in 
1957, output of all major crops had already reached 
peak levels after years of continued expansion. 


It is noteworthy that the rise in output of crops in 
mainland China was attained without any appreciable 
increase in the sown area. Although in general the 
weather was favourable, 6 million hectares were af- 
fected by drought and 25 million hectares were en- 
dangered by dry weather and saved only by the exten- 
sion of irrigation works. If account is taken of the 
fact that fluctuations in output owing to changes in 
weather conditions have, as a rule, not exceeded 10 
per cent in either direction, it appears that the steep 
increase in 1958 yields was mostly the result of tech- 
nological improvements and more intensive methods of 
cultivation. One of the factors contributing to this in- 
crease was the extension of the irrigated area, the 
share of which registered a rise from 31 per cent of 
cultivated land in 1957 to 60 per cent in 1958.4 This 
extension was the result of a drive launched in the 
autumn of 1957, whereby local manpower was mo- 
bilized for construction of a great number of local 
irrigation and flood-control projects, such as small 
reservoirs, embankments and ditches. A second factor 
was the increased use of manure, silt and other types 
of natural fertilizer, the amount of which was reported 
to have increased ten times.® A third factor was the 
application of the deep ploughing method to about 
8 million hectares in the winter of 1957 and spring of 
1958.° Not less important was the extension of close 
planting which, together with intensive use of fertiliz- 
ers, made it possible, at least in some areas, to double, 

3 The percentage increases for particular grains were: wheat— 
67, rice—73, maize—110, and miscellaneous grains—79. 

4 Peking Review (Peking), 28 October 1958. 


5 Peking Review, 28 October 1958. 
6 It is planned to deep plough all the arable land once every 


three years. 
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Table 92. Output of Major Crops, by Country 
(Millions of tons) 


eee eee 
Potatoes 


Sugar-beels 


Grain® 

ae {054.36 1957 1958 {95456 «1957 1958 i95556 1957 1958 
Buloariase eee ree 3.6 4.7 3.96 0.7 1.4 = 0.3 0.3 mS 
Chink (mainland)........ 153.5 164.7 2869 8.2¢ 10.0¢ 14.2¢ 19.2 20.3 88.1 
Czechoslovakia.......... 4.9 ye? 4.9 5.4 6.8 6.9 8.6 8.8 (el 
Eastern Germany........ Ss) 5.4 5.8 5.7 6.4 6.3 10.1 14.5 
Humpa ens secre a Del 6.9 5.65 2.0 1.9 2,1” 22 Dik 2.6 
Poland em eae. ert eae 11.9 ee 1133.55 6.9 7.6 7.4 33.6 asl 35.8 
IRGWIME.scooaaacaoo00dc 8.3 11.0 3 1.6 2.0 nee 2.6 Sul ek 
USSR ee ect 1064 L047 s972 27.6 39.7 54.1 96.0¢ Oiee 86.1 
Sit a te a ee eS SS ee 


Source: Reports on fulfilment of plans; national statistical 
yearbooks and bulletins. wey ; ; 

@ Wheat, rye, barley, oats, maize for grain; in China (main- 
land) and probably in the Soviet Union, also paddy and millet. 
Because of the inclusion of millet, the figures given in this table 
for China (mainland) differ from those used in table 48. 


or more than double, the numbers of plants per unit of 
land. Further, the more effective control of plant dis- 
eases through a substantial increase in the use of 
pesticides and by other means, together with more 
widespread planting of better strains of seeds and the 
increased use of superior tools and implements played 
a significant part in the expansion of output.’ 


An important element in the rise in agricultural 
production in 1958 was a considerable increase in the 
man-hours expended both on irrigation works and on 
the cultivation of land. This was achieved through the 
mobilization of millions of peasants into brigades and 
other working units. The new form of organization 
permitted not only a more extensive division of labour 
within each collective farm, but also the continued 
utilization of labour on various projects during the 
slack agricultural seasons. In this way, the effective 
number of days worked per man throughout the year 
was considerably increased. 


It is significant that the very steep increases in the 
productivity of land which took place in 1958 brought 
the average yield per hectare of rice in mainland China 
up to the level attained by Japan in recent years. The 
average wheat yield in 1958 was, however, still con- 


7 About 10 per cent of the standing crop was reported to haye 
been lost in the past through plant-diseases and destruction by 
insects, birds and the like. In 1958, about one-third of the coun- 
try was free from such diseases or pests as wheat-rust and the 
caterpillars which attack rice, while a concerted effort was made 
to reduce other losses. Selected strains were reported to have 
been used on 69 per cent of the sown area. And some 350 million 
new and improved farm tools were reported to have been in use 
in rural areas along with quantities of large drainage and irriga- 
tion equipment (Hsin-Hua Semi-Monthly, 20 March 1959). 

* The average yield per hectare of some of the major crops 
was as follows (in Ney of kilogrammes) : 


China (mainland) Japan Italy 

1957 1958 1957 1957 

UC Opp rience each etsres ie 27 46 44.3 47.4 

Wile aie weerartraruar rea 8.6 14.3 21.6 Ale fee? 

(Contour errerrrant rents Dall D0 1.38 Pel 
1950. 


> Partly estimated. ; ; 
° Including sugar-cane converted into beet equivalent by 
applying approximate rates of sugar extraction from beets and 


from cane. : 
4 Estimated on basis of reported acreage and yield. 
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siderably below that of Japan or Italy, while the yield 
of cotton, though greater than in Japan, remained 
substantially below the levels attained in other high 
yield countries, including the Soviet Union.* Agri- 
cultural plans in mainland China call for the continu- 
ing extension of agricultural projects, such as irriga- 
tion schemes, and of improved methods of cultivation, 
together with large-scale regional specialization, so as 
to achieve both further substantial increases in yields 
per hectare ® and reductions in the amount of manpower 
engaged in agricultural activities. 


The record crops reaped in the Soviet Union were 
mostly the result of generally favourable weather con- 
ditions which, though deteriorating in some areas at 
harvest time, brought forth excellent crops in both the 
old and the new producing regions.'° The barn crop of 
grain exceeded the peak level of 1956 by 9 per cent; 
in absolute terms, it amounted to 139 million tons, of 
which 75 million tons was wheat. Even better results 
were obtained in sugar-beets and sunflower seeds, the 
output of which exceeded the previous peaks by 36 and 
15 per cent respectively; the same was true of fruit 
output, which has continuously increased in recent 
years. In contrast, output of potatoes and vegetables 
was lower and that of cotton almost equal to the pre- 
vious peak level. 


The relatively poor performance of crop production 
in eastern Europe, especially in Bulgaria, Hungary and 
Romania, was due partly to adverse weather conditions 
which affected the grain harvest. In Czechoslovakia, 


*The geographical reallocation of crops brought about by 
concentrating production of given crops in areas of highest 
yields is expected, together with other measures, to raise sub- 
stantially the average yields in the next few years, making it 
possible to reduce very considerably the area under crops. “ 

‘© The situation thus differed from the three preceding years. 
In 1955 and 1957 good harvests in the old producing regions 
coincided with poor harvests in the newly cultivated areas of 
Kazakhstan, the southern Urals and the Volga region, while in 
1956 the situation was reversed. ; 
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where grain output—though not total output of crops 
—was also lower than in the preceding year, the decline 
mainly reflected a shift in the distribution of arable 
land in favour of fodder crops other than grain, par- 
ticularly maize for green fodder and silage.!' This 
shift represented a continuation of a marked trend 
towards displacement of grains, particularly bread 
grains, for fodder crops. On the other hand, in Poland 
and Eastern Germany grain output exceeded the peaks 
attained in previous years. In the former country this 
was the result of some increase in sown area and of 
better cultivation which more than offset the effects 
of a cold spring, rain and floods. In the latter country, 
a more important factor appears to have been good 
weather throughout the growing season. Among the 
other major crops, output of sugar-beets was slightly 
higher than in the previous year in Czechoslovakia and 
Hungary but lower in all the other eastern European 
countries. The results were even less favourable for 


potatoes, output of which declined everywhere, except 
in Poland.” 


In mainland China the increase in output of fodder 
grains and other feeds had some effect on livestock 
numbers even in 1958; this applied particularly to 
pigs, the stock of which registered a rise of 23 per cent 
(see table 93). Its effect on meat output, however, 
appears to have been insignificant so far, though 
quantitative information on this point is lacking. In 
the Soviet Union, where expansion of animal hus- 
bandry was held back by the relatively poor crop of 


1 Maize for green fodder and silage is harvested before the 
cobs are mature; the whole plant, including the stalk, is used for 
fodder or silage; in this use, maize is not strictly a grain crop. 
The area sown under maize increased by 71,000 hectares of which 
only 11,000 represented maize for grain. The area sown under 
wheat, rye, oats and barley declined by 55,000 hectares. 

12Tn contrast, the fruit and grape harvests were excellent 
throughout eastern Europe, except for fruit in Hungary. In 
Bulgaria, where the long-term plan calls for intensified develop- 
ment of horticulture, output of grapes exceeded the post-war 
peak by 38 per cent and output of tomatoes by 24 per cent. 


Table 93. 


263 


1957, the increase in livestock numbers in 1958 was 
somewhat lower than in the preceding year, and the 
advance in output of all major livestock products— 
meat, milk and eggs—was only about one-half of that 
in 1957. On the other hand, in Bulgaria and Hungary, 
the preceding year’s bumper harvest of fodder crops 
made possible a substantial increase in livestock and in 
output of meat and milk; during the preceding year 
these had either declined or increased only slightly. 
Whereas, in Poland, the continued expansion of fodder 
crops permitted an increase in output of meat and milk 
at almost the same rate as in 1957,!3 in Czechoslovakia 
output of meat declined; in Eastern Germany, meat 
output advanced only moderately as compared with 
the substantial rise of 1957. The number of pigs de- 
clined in Eastern Germany while the number of cattle 
rose both in that country and in Czechoslovakia. 


Government procurement of grain appears to have 
declined in absolute terms in all eastern European 
countries, except Poland. Although in general changes 
in procurement in 1958 were directly related to changes 
in output, this was not the case in Eastern Germany 
where the amount of grain sold to government agencies 
declined by about 5 per cent despite a 7 per cent in- 
crease in output. In Hungary, procurement of grain 
continued to decline for the third consecutive year; 
however, in percentage terms, the decline in 1958 was 
smaller than the fall in production. In Poland, the in- 
crease in government procurement somewhat exceeded 
the advance in production; this was associated with 
increased State purchases at free prices and with 
larger deliveries from State farms, for the level of 
compulsory deliveries remained unchanged (see table 


94). 


18The number of pigs declined, however, in Poland. This 
was the result of a reduction in numbers held by State farms, 
having high costs of production, and of a shift in the time dis- 
tribution of procurements towards the earlier months of the 
year. Since the livestock census is taken in June, this shift has 
tended to reduce the 1958 count. 


Indices of Livestock Numbers and Production 


of Animal Husbandry, 1958, by Country 
(Preceding year = 100) 


Number of* Production 
peers Cattle? Sheep Meat Milk Egos 
i 0 106.8 
Baliga 5 cas ata ea daw os. hate ee ee 125 110. 

i atartey it. pias shies 106.1 123.3 110.4¢ ae Sex ids 
See eatin Pe ee 102.2 92.2 98.8 100.6 102.7 
Eastern Germany........--- 107.94 107.7 100.4 105.8 
Haneary so can feas tenses 4 104,2 109.9 ss ‘de L1Gat 
Poland soe rast. ©. e0 99.4 96.1 108.1 105.4 ee 
ea ee Oe Peaks, 106.0 109.5 107.9 106.7 105.6 105.4 


Source: Reports on fulfilment of plans; national 
aN e wes i Statistische Praxis No. 2, 1959 
(Berlin); Statisztikai Havi Kézlemenyek, No. 2, 
1959 (Budapest). 


® Livestock data based on livestock counts during 
the following months: China (mainland), presum- 
ably the end of the year; Eastern Germany, Sep- 


tember; Hungary, October; Poland, June; USSR 
and ahoalevakia January. 

b The comparable figures for cows are: for 
Czechoslovakia and Eastern alee 100.6; Hun- 
gary, 94.7; Poland, 102.9, and USSR, 106.1. 

© Including goats. 

4110.7 from 3 December 1957 to 3 December 
1958. 
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Table 94. Procurement of Major Agricultural Products, by Country 
(Thousands of tons) 


ee eee 


Grain Meal Milk Eaqgs* 

a daa 1956 1957 1958 1956 1957 1958 1956 1957 1958 1956 1957 1958 

“f 401 473 447 505% 
myn eM Gc ae oa e nye one 204 211 234> 283 329 
Rue retk Germany . ae 1,975 1,865 866 926 959 3,302 3,586 4,240 oe ee oe 
Hungary. ..... 7. 2L506° 1,878" L128 417 430 478 529 511 674 Se eee 
lelolbmil, o aaen coe 2,393 2,148 2,243 1,094 1,237 1,520 2,514 3,046 3,464 cer un ree 
USSR ee nee, 54,100 35,400 57,200 4.449 5,000 5,600 17.337 20,500 22,100 3, : 


Source: Reports on fulfilment of plans; Statisticheski Izvestia, 
No. 4, 1958 (Sofia); Statistische Praxis, No. 2, 1959; Statisztikai 
Havi Kézlemenyek, No. 3, 1959; Biuletyn Statystyczny, No. 2, 
1959 (Warsaw). 


In the Soviet Union, where procurement of grain 
fell in 1957 by about 35 per cent, it increased by more 
than 60 per cent in 1958; it thus reached a new peak, 
exceeding that of 1956 by over 3 million tons. In ab- 
solute terms the increase in procurement between 
1956 and 1958 represented less than a third of the in- 
crement in output and consequently, the amount of 
grain left at the disposal of the farms rose to a new 
level; this exceeded the 1955-1957 average by more 
than 1] million tons, as shown by the following figures 
(in millions of tons): 


1955 1956 1957 1958 
ORUTAM o oe ses 106 128 105 139 
Procurement. . 38 54 35 57 
Otheremenyee k 68 74 70 82 


Source: Tables 92 and 94. 


Government procurement of livestock products rose 
in all eastern European countries, except Czechoslo- 
vakia, and in some countries the increase was much 
above the planned amounts. In Poland and Eastern 
Germany, the increase in meat procurement very sub- 
stantially exceeded the gain in production. The same 
was true for milk in all eastern European countries. 
These increases resulted mostly from the expansion of 
free sales to Governments, which had been made more 
attractive by the price reforms of preceding years. In 
Czechoslovakia, the decline in meat procurement 
appears to have been greater than the fall in output. 


In the Soviet Union, the enlargement in procure- 
ment of meat, milk and eggs exceeded the increase in 
production. There were, however, notable changes in 
the share of output sold to the State by the collective 
and State farms on the one hand and by the collective 
farm members out of their private produce on the 
other. These changes, at least in part, were influenced 
by the modifications in the procurement system and 
in prices described later. In the case of meat, the 
share of output made available to the State increased 
in both the private and the State and co-operative sec- 

In 1958 deliveries of the State and collective farms accounted 


for 89 per cent of all State procurement of meat, 89 per cent of 
milk and 57 per cent of eggs. 


® Millions of units. ; 
b Estimated on basis of nine months. 


tors, but the rise was relatively greater in the private 
than in the State and co-operative sectors. By contrast, 
in milk and eggs, the share of State procurement in- 
creased in the State and co-operative sector while it 
declined in the private sector.'* This was a decline not 
only relative to the output of the private sector but 
also in absolute terms, as shown by the following in- 


dices for 1958 (1957 = 100): 


Meat Milk Eggs 
Pro- Pro- Pro- 
Oul- cure- Out- — cure- Oul- cure- 
put ment pul ment pul ment 
“LOtal See: ene 106 110 106 108 105 106 
State and collective 
FARIS see eo ce Ss 108 109 109 113 LID sts 
Over Over 
Private holdings... 104 110 103. 78 100 90 


Source: Data on procurement and output of State and collective 
farms and on total output and procurement from the report on 
fulfilment of the plan for 1958. Other data obtained as resid- 
uals or derived from estimates published in United Nations, 
Economic Survey of Europe, 1958 (sales number: 59.II.E.1.). 


During 1958, the institutional structure of the 
agricultural sector was profoundly changed in main- 
land China, while far-reaching reforms were intro- 
duced in the Soviet Union. These changes, which 
generally had little impact on output in 1958, may 
assume major importance in the future development 
of agriculture in these countries. In eastern Europe, 
government policies towards agriculture remained 
largely unchanged in 1958, except that in some coun- 
tries efforts to foster collectivization were somewhat 
intensified. 


In mainland China, the movement for the country- 
wide formation of “communes” gathered momentum 
in August 1958,'° and by mid-December 740,000 col- 
lective farms, embracing 99 per cent of all peasant 
households, were reorganized into 26,000 communes. 


'S However, changes similar to those in the Soviet Union 
were planned for 1959 in Czechoslovakia, while Bulgaria appears 
to be on the way towards adopting some of the changes of both 
mainland China and the Soviet Union. 

‘6 The first commune is reported to have appeared in Honan 
province in April 1958, A resolution to form communes through- 
out the country was adopted on 29 August, and it was only 
thereafter that the movement became widespread. 
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Apart from differences in size,!7 communes differ 
from collective farms in many significant respects. In 
the first place, communal activities are not restricted 
to agriculture. They also include industry, trade and 
services and, at the same time, embrace many govern- 
ment activities, not excluding military training. Public 
ownership of means of production is far more exten- 
sive in the communes than it was in the collective 
farms, but the distinction between State and com- 
munal property is retained. In most communes, a 
wage system has been substituted for the system of 
work-day payment,'® part of the wages being paid in 
kind. The payments in kind range from the distribu- 
tion of limited supplies of food to the provision of 
most of the essential consumer goods and services. 
However, official policy, at the present stage, is not to 
replace money payments by direct distribution of 
goods but rather to favour an increase in the share of 
income paid in money. 


The new form of organization apparently grew out 
of experience in the construction of large irrigation 
works in 1957 and 1958, the scale of which often re- 
quired the co-ordinated action of many collective 
farms. Thus, though the long-term objectives of the 
reorganization of collective farms into communes are 
of a far-reaching social character, the timing of the 
reorganization may have been largely influenced by 
considerations relating to the technical organization 
of production. The creation of communes has made 
possible the management and deployment of labour 
on a far larger scale than was feasible under the sys- 
tem of collective farms. The total day’s activity of 
each member of the commune has been organized so 
as to produce a considerable increase in the amount 
of work actually performed by the peasants. In addi- 
tion the labour force has been increased by the transfer 
of women from household work and auxiliary activi- 
ties to agricultural and industrial work.’ This re- 
organization has been employed to develop industry 
in the rural areas, as witnessed by the establishment 
of tens of thousands of small factories since the adop- 
tion of the new system. This has also permitted the 
utilization of agricultural manpower in industrial 
activities during seasonally slack periods, and has 
reduced the high overhead costs of urbanization. In 
addition, it is expected, according to official state- 
ments, that the communes, being large administrative 
and economic units, will not only permit decentral- 
ization in planning and management of the economy, 
but will also facilitate supervision by the central 
authorities. 


In the Soviet Union, the series of reforms intro- 


17 According to the original resolution, one commune was to 
be established to a township comprising about 2,000 households; 
the actual average size appears to be about 4,600 households. 

18 Under the work-day system, each member shares in the 
total produce according to the number of contributed working 
“5 This has been facilitated by the establishment of canteens, 
restaurants, nurseries and homes for the aged. 
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duced in 1958 were aimed at further decentralization 
in planning and management of agriculture, improved 
utilization of resources and increased incentives for 
greater production. As from 1 January 1958, collec- 
tive farmers and wage earners were released from 
their obligation to make compulsory deliveries of 
produce from the output of their private plots or of 
their privately-owned livestock. In March, a new decree 
ordered the sale of the operating equipment of machine 
and tractor stations to collective farms. This decision 
amounted to the abolition of the network of machine 
and tractor stations; and, by the end of the year, 
these stations had transferred 79 per cent of their 
tractors and 67 per cent of their combines to collec- 
tive farms.*° In June a new procurement system was 
introduced merging compulsory deliveries, payments 
in kind to machine and tractor stations and free State 
purchases into a single quota to be sold to the State 
at a uniform price. This measure eliminated the multi- 
ple system of quotas and prices, the complexity of 
which had, in the past, hindered the operation of 
rational cost accounting and planning methods on 
the collective farms. The new unified prices were 
established at a level sufficiently high to enable the 
co-operative farms to accumulate funds for investment 
in machinery and equipment, a process which had 
previously been financed by the Government. 


The introduction of unified prices and the elimina- 
tion of bonuses and other premiums paid for contrac- 
tual deliveries have contributed to a more equal 
distribution of income between richer and poorer 
farms. Under the old system highly productive farms 
had been able to sell a greater share of their output 
at prices above the quota levels than had the less 
productive farms, since the delivery quotas had been 
based on the acreage of arable land. The unification 
of prices has eliminated this element of differentiation 
in income. Another factor acting in the same direction 
has been the introduction of a regional differentiation 
in prices tending to eliminate the effect of differentia- 
tion in rent. Further, the new pricing system has 
brought the changes in income into a more propor- 
tionate relationship with the changes in output. Under 
the old system the quotas of compulsory deliveries 
were fixed and an increase in output and sales thus 
resulted in a more than proportionate rise in sales at 
higher prices, causing total farm income to increase 
more than output or State procurement; in the case 
of a decline in output the reverse was true. The intro- 
duction of unified prices has eliminated this accentua- 
tion of fluctuation in incomes of agricultural producers. 
Moreover, the effect of changes in output on incomes 


20 After the sale of their equipment, machine and tractor 
stations were reorganized into repair technical stations (RTS). 
In addition to performing repair service on a money fee basis, 
these are to serve as selling outlets for agricultural machinery, 
spare parts, motor fuel, fertilizers, insecticides and so forth. 
They are also to perform, by contract, specialized work for col- 
lective farms as well as to assist in, and supervise, the main- 
tenance of machinery. 
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are now to be moderated by the annual adjustment of 
prices based on the harvest prospects.”! 


The abolition of the machine and tractor stations 
which in the past exerted a great deal of State control 
over the collective farms was in line with the policy 
of decentralization and of raising the responsibility 
and initiative of local authorities. A major short- 
coming of the old system was the duality of manage- 
ment whereby control over machinery and the organ- 
ization of capital-intensive work remained the task 
of machine and tractor stations while the labour- 
intensive work was under the direct supervision of the 
collective farms. Under the new system the collective 
farm becomes an integral producing unit with all 
authority concentrated in the hands of its manager. 
This concentration of authority and responsibility is 
expected to reduce waste and to foster improvements 
in production methods. The introduction of such 
changes was, in the past, hampered by the restraints 
on the authority and, therefore, on the initiative of 
directors of collective farms. 


INDUSTRIAL PRODUCTION 


In the Soviet Union and eastern Europe, industrial 
production continued to expand in 1958 at about the 
same rate as in the preceding year.”* Mainland China, 
however, reported an unusually high rate of increase; 
and because of this latter development, the increase 
in aggregate output of the centrally planned economies 
as a whole was far above that achieved in 1957 (see 


table 95). 


Although the insufficiency of information prevents 
an adequate analysis of the changes in mainland 
China, the data released thus far indicate that the 
unusual expansion of industrial production resulted 
both from the maturation of a large number of invest- 
ment projects initiated during the five-year plan for 
1952-1957 and from the very great expansion of 
small-scale production that was made possible through 
the employment of great numbers of people in pro- 
ductive activities involving little capital outlay. In 
the course of the year, the number of large-scale 
projects completed and put into full or partial opera- 
tion was reported to have exceeded by 30 per cent 
the total number of similar undertakings completed 


71 It is not intended that the fluctuations of income be-entirely 
eliminated, for the range of adjustment in prices is to be lower 
than the range of changes in output. 

22 In two eastern European countries, however, Eastern Ger- 
many and Hungary, the rates of expansion underwent consider- 
able change. An acceleration of industrial production in Eastern 
Germany reflected in part the maturation of the large investment 
outlays of 1956. But it was also facilitated by an expansion in 
imports of raw materials over the level of 1957; for example, 
hard coal and steel rose by 26 per cent each, aluminium and 
wool imports rose by 63 and 50 per cent, respectively. A slow- 
down in Hungary reflected the end of the recovery from the 
decline of 1956 and, possibly also, the effort to eliminate the 
deficit in foreign trade, which entailed some deceleration in the 
rate of expansion of consumer goods industries producing for 
the domestic market. 


during the entire five-year plan of 1952-1957.%* In 
addition, 7.5 million small plants were constructed 
during the first nine months of 1958, and of these, 
about 1.5 million were apparently classified as local 
industry, their output being included in the index of 
gross industrial production.” The extension of local 
small-scale mining and smelting activity was made 
possible by the existence of easily accessible deposits 
of iron ore and coal throughout large parts of main- 
land China; these deposits may be readily extracted 
either by open-cast mining or by the construction of 
relatively small and inexpensive shafts. The growth 
of small-scale projects frequently using primitive 


Table 95. Indices of Industrial Production, 
by Country 


(Preceding year = 100) 


Country 1956 1957 1958 
Centrally planned economies, total. 111.9 109.6 116.9 
China (maimland) . 202272 02: 131.0 107.1 166 
USSR. otha dieeiree Tet Boe 111.0 110 110 
Other eastern European coun- 
fei, POPE a Se ac a ae sca 106.7 109.9 110.6 
Boloatidn.-<.<0. oie trea 114.9 115.9 113.4 
Czechoslovakia see 4 ee 109.4" TI0.2 “bis 
EasterniGermany «52-2. - > 42 106.2 LOT.7 2108 
Planrary ss ae sess vee eee 89 LUT 112 
Roland jac. + dals yarn 109.0 109.9 109.5 
RGiiEE race sts dg. ea 110.7 108.4 109.7 


Source: Reports on fulfilment of plans; national statistical 
yearbooks and bulletins; replies of Governments to the United 
Nations questionnaire of November 1958 on economic trends, 
problems and policies; Hsin Hua Semi-Monthly. Group indices 
are weighted averages of country indices. The weights used were 
the averages of the ratios of output of electric energy and of in- 
dustrial employment in each country to the totals of the group. 
These indices should be considered only as broad approximations 
of the changes in aggregate output. 

* Including handicrafts. 


methods of production has been so extensive that they 
have begun to account for a major proportion of total 
output in several branches of industry.”> According to 
partial information, the newly constructed small-scale 
plants included more than 11,000 iron smelting fur- 
naces, 900 small blast furnaces, 10,000 small electric 
stations and 8,000 small coal mines. Small-scale plants 
as a whole have employed tens of millions of persons.” 


*8 Industrial production increased in 1958 at half the rate of 
the total increase from 1951 to 1957 and investment outlays 
during 1958 were half as high as the total amount invested in the 
preceding five years. 

_ *4The output of the remaining plants, classified as auxiliary 
industries, is not included in the data on industrial production. 

*° In October 1958, 91 per cent of the total output of ig-iron, 
73 per cent of coal and 49 per cent of steel were reported to have 
been produced by small-scale plants. For the year as a whole, 
however, the share of output Bee oo plants in total output 
was repoties as accounting for 20 per cent of steel and 25 per 
cent of coal. The share of small-scale plants in total output of 
pig-iron was presumably much higher. 

** As many as 60 million persons were reported to have 
participated in pig-iron and steel production, 20 million in 
coal mining. 
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The expansion of output in the Soviet Union and 
‘in other eastern European countries appears to have 
‘been fostered by the further elimination of bottle- 

necks and by more careful planning. The planned 
targets, which were easily exceeded, had been set at 
relatively low levels for 1958 in order to reduce strains 
and to permit some further accumulation of industrial 
inventories. It is not unlikely that the greater flexi- 
bility introduced into the system of planning and 
management by the decentralization reform of 1957 
had some influence, especially in the Soviet Union, in 
halting the retardation in the rate of increase of pre- 
ceding years. A factor which presumably contributed 
to the improvement in the supply of raw materials 
and semi-manufactures was the greater degree of over- 
fulfilment of plans in the producer goods as compared 
with the consumer goods sector. In some countries, 
the improvement in the supply of raw materials was 
also due to an expansion of imports which was partly 
facilitated by a shift in the terms of trade in favour of 
manufactured goods in trade with the rest of the world. 
This factor was apparently of some significance for 
Eastern Germany, Czechoslovakia and Hungary, but 


Table 96. Indices of Output of Producer 
and Consumer Goods, by Country 
(Preceding year = 100) 


Country and tlem 1956 1957 1958 

Bulgaria 

Producer goods........ 116.7 112.3 116.0 

Consumer goods........ 113.3 119.0 111.3 
China (mainland) 

Producer goods........ 142 112 203 

Consumer goods........ 122 102 134 
Czechoslovakia 

Producer goods........ 110.9 109.9 111.8 

Consumer goods........ 108.1 110.7 110.6 
Eastern Germany 

Producer goods*........ 108.5 107.5 112 

Consumer goods*....... 103.2 107.8 110° 
Hungary? 

Producer goods*........ 93 109 118 

Consumer goods*....... 389 115 107 
Poland 

Producer goods........ 110.6 107.8 108.8 

Consumer goods........ 107.2 112.2 110.2 
Romania 

Producer goods........ 114.3 109.4 110.1 

Consumer goods........ 106.3 106.7 109.1 
USSR 

Producer goods........ 111.9 111 111 

Consumer goods........ 109.4 108 107 


ee 

Source: Reports on fulfilment of plans; national statistical 
yearbooks and bulletins; Vierteljahreshefte zur Statistik, No. 4, 
1958 (Berlin). 

® Heavy industry. 

b Estimated on basis of nine months. 

© Light industry and food industries. ty 

4 Industry under jurisdiction of central ministries only. 


for Poland, the change in the terms of trade was un- 
favourable and imports of raw materials remained at 
the level of the preceding year. 


In contrast to developments in 1957—when output 
of consumer goods had risen in most countries at a 
faster rate than that of producer goods—in 1958, all 
but one of the centrally planned countries registered 
a larger increase in the producer goods sector (see 
table 96). The difference between the relative rates of 
growth in the two sectors was greatest in mainland 
China. It was also considerable in Hungary where it 
reflected a shift in the allocation of resources towards 
both fixed investments and exports.” In Poland, out- 
put of consumer goods continued to increase at a 
higher rate than that of producer goods, though the 
margin between the rates achieved by these two sectors 
was smaller in 1958 than it had been in the previous 
year. 


Within the producer goods sector, there were con- 
siderable differences between the rates of increase 
achieved in different industries. In mainland China, 
the increase in output of basic materials appears to 
have been higher than in output of machinery, though 
within the latter industry, output of particular types 
of machinery rose at very high rates. Among the 
major basic materials the largest increases were 
achieved in coal and steel; the output of each more 
than doubled. Unusually high rates of expansion were 
also reached in production of crude oil, cement and 
electric power (see table 97). 


In the Soviet Union, output of fuel inclusive of 
electric power increased at a lower rate than the 
average achieved by producer goods industries as a 
whole. This lag was due to a relatively small increase 
in output of coal which was only partly compensated 
by a higher than average increase achieved in crude 
oil and natural gas; power output increased at the 
same rate as the average advance in producer goods. 
Similarly, output of metals increased less than the 
average because of a lower rate achieved by production 
of ferrous metals; output of non-ferrous metals, how- 
ever, rose much faster than the average. In contrast, 
production of construction materials, engineering and 
chemicals expanded more than the average for all 
producer goods. It is of interest that output of mineral 
fertilizers which, according to the new seven-year 
plan, was to increase almost threefold between 1958 
and 1965, rose by only 5 per cent in 1958. As compared 
with 1957, total output of producer goods in the Soviet 
Union increased in 1958 at an unchanged rate, with 
output of metals accelerating, but fuel production 
slowing down. This deceleration in production of 
aggregate fuel has apparently not resulted in any 
intensification of scarcities, owing to a more efficient 

27 Exports of machinery and equipment rose by about 30 per 
cent and investment by about 9 per cent. This compares with 


a 25 per cent increase in exports of machinery and a 15 per cent 
decline in investment in 1957. 
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Table 97. Indices of Output of Fuel, Power and Selected Basic Materials 


(Preceding year 


= 100) 


SS ee ee 


Other eastern China 
USSR European countries (mainland) 

ot 1957 1958 1957 1958 1957 1958 
(Coalleiceeayrtre caters crests 108 107 103 104. 123 207 
cane OL ee ee otek Har IIE He te ae 1s 
IGCHHG GIERBF. poco co ou mene 109 il 
Piece ie - se Seman a rcaore 103 107 108 107 124 230 
olledtste cleaner iniericen a 106 107 108 108 120 207» 
(GeMenties eee RON a ara eroicuns 116 LES 110 1 107 136 
NMineralutertilizensereressiret ere 108 105 109 114 tec 129 


ee ee 


Source: Reports on fulfilment of plans; national 
statistical yearbooks and bulletins. 

® Hard coal, brown coal and lignite on ton-per- 
ton basis. For other eastern European countries, 


utilization of fuels, associated in part with shifts 
towards liquid fuels. 


In eastern Europe as a whole the changes in the 
composition of output of producer goods in 1958 were 
broadly similar to those which occurred in the Soviet 
Union. The output of fuels, however, increased much 
less in relation to total output of producer goods than 
in the Soviet Union, even though it rose somewhat 
faster than in 1957. In Czechoslovakia, output of coal 
registered one of the largest increases in the post-war 
period, and this raised the fuel index by a percentage 
equal to that of all producer goods. There was also a 
steep increase in fuel output in Hungary. In Poland, 
a slight decline in coal output in 1957 gave way to a 
2 per cent increase in 1958; this permitted an increase 
in exports of about 3 million tons. And though in the 
other three countries—Bulgaria, Eastern Germany 
and Romania—the increase in fuel output was lower 
than, or at best, equal to output in the preceding year, 
there appears to have been a further improvement in 
the supply situation owing to higher imports or re- 
duced exports.”® 


The increase in output of ferrous metals, in con- 
trast to that of fuel, was slightly lower than in the 
preceding year. The slackening in the rate of growth 
of output of rolled steel, however, was entirely due to 
a decline in the rate of expansion in Poland. In the 
other countries, the increase in output of rolled steel 
was greater than in the preceding year, except in 
Eastern Germany where it was unchanged. An even 
more important factor in the improvement of steel 
supplies appears to have been the increase in output 
of special steels which had been in short supply in the 
preceding year. 

8 This statement is partly based on qualitative information 
concerning the supply situation rather than on data on foreign 
trade which are not yet available. The improvement of supply 
may also have been due to a decumulation of stocks, or to an 
improvement in efficiency of utilization or to other factors. It 


is notable that in these countries the increase in the output of 
electric power also exceeded that of the previous year. 


indices for hard coal were: 1957, 100; 1958, 104; 
those for brown coal and lignite, 105 and 104, 
respectively. 

5 Raw steel. 


As in the Soviet Union, in other eastern European 
countries, engineering, chemical and construction 
material industries were generally among the faster 
growing branches of the producer goods sector. Par- 
ticularly notable was the acceleration in the rate of 
growth of machine-building in Czechoslovakia, Eastern 
Germany and Hungary, which reflected a rise in both 
domestic investment and exports. In Poland, where 
the rate of increase in the machinery and metal- 
working industries in 1957 had been higher than in 
the above countries, the acceleration in 1958 was 
only slight, while in Bulgaria and Romania the rate of 
increase was actually lower than in the preceding year 
(see table 98). The output of construction materials 
increased less than during the preceding year in most 
eastern European countries, excepting Bulgaria and 
Hungary. The chemical industry expanded at a higher 
rate than in 1957 in the industrially less developed 
countries whereas in Czechoslovakia and Eastern Ger- 
many the rate of expansion slackened. In contrast to 
the Soviet Union, other eastern European countries 
showed a very substantial advance in output of mineral 
fertilizers which exceeded that of the previous year. 
In Bulgaria, Hungary and Romania the increases were 
as high as 4€, 48 and 59 per cent, respectively; these 
reflected advances from low levels of production in 


‘1957 as well as the emphasis placed in the long-term 


plans of these countries upon agricultural production. 
But even in Czechoslovakia, where output of mineral 
fertilizers had already reached a comparatively high 
level in 1957, the increase in 1958 was as much as 
22 per cent. 


Within the sector producing consumer goods, the 
only feature common to all the centrally planned 
economies in 1958 was the acceleration of output of 
cotton fabrics, which occurred in all countries ex- 
cepting Hungary. In mainland China, a 34 per cent 
increase in output of consumer goods was largely 
accounted for by steep increases in metal wares and 
other household goods and goods for personal care, 
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Table 98. Indices of Output of Some Major Branches of Producer Goods, by Country 
(Preceding year = 100) 
eee 
Berner ree Construction 
Country ee ee cache ES Ee. 
1957 1958 1957 1958 1957 1958 
HES Aa eee 1288 124 119 122 108 118 
Czechoslovakia............... TEL” t015) 114 lll 128 120 
Eastern Germany............. 110 114 107 110 111 a 
fre oes ee 108 114 126 118 108 115 
1, Oe eee ee 1158 115=> 114 120» 108 106 
ere ea ae, ee 118 112 113) (117) 106 ~— (100) 
Lol te i nes 114" 1148 AEE S melas 123 125 
Se er a a cea 
Source: Reports on fulfilment of plans; national > Eleven months. 
statistical yearbooks and bulletins. 
* Including other metal-processing industries. ° Including rubber goods. 
while output of cotton fabrics, sugar and vegetable In the Soviet Union the expansion in output of 
oils increased by only 13, 14 and 4 per cent, respec- textile fabrics and shoes exceeded the rate achieved 
tively. These rates of increase, exceedingly small as during the preceding year while the increase in out- 
compared with the unusually high rates of increase put of major foodstuffs, except sugar, was considerably 
in the supply of raw cotton, sugar-cane and beets and lower. The advance in durable consumer goods, though 
oil-seeds from the 1958 harvest, seem to indicate that generally higher than food and clothing, was, in many 
the expansion of agricultural supplies by far exceeded specific products, lower than in the preceding year. 
the extension of manufacturing capacity in the sector There was generally a slackening in the rate of ex- 
producing consumer goods.”° pansion of output of such consumer durables as 


passenger cars, refrigerators and washing machines, 


29 By comparison, output of raw cotton rose by 102 per cent, while the output of items such as furniture, bicycles, 


that of sugar-beets and sugar-cane by 42 per cent and output of 


oil-seeds by about 20 per cent. A considerable proportion of oil- motor cycles, radios and watches, which are in greater 
seeds is processed by agricultural producers and may not be demand among lower-income groups, expanded at a 
included in the data on industrial production. higher rate than in 1957 (see tables 99 and 100). 


Table 99. Indices of Industrial Production of Selected Consumer Goods, by Country 
(Preceding year = 100) 


f den ond Leath Meat Butter Vegetable Sugar 
eter fawn Yoon ae chee ats oils 
a ene 107.0 104.7 120.1 130.0 106.3 115 1133 109.3 
ae 110.7 106.8 108 123.0 121.6 116 122 127 
“een Aa 105.4 103.8 104.0 128.9 107.2 105.9 97.1 133.6 
WEES eles, 108.8 111.5 108.7 122.3 100.4 111.4 105.2 108.1 
Eastern Germany — 
eect ee 98.5 108.3 105.6 102.7 106.7 107.0 92.2 : 
ee err? 106.2 119.9 108.3 112.1 104.3 122.6 101.6 121.5 
eke 105.6 139.0 
nipen ie 122.1 114.1 128.9 101.5 96.4 
te eae 105.0 105.9 114.4 115.6 109.1 138.8 70.2 89.5 
ee 89.7 136.2 
00.9 100.3 106.5 109.4 114.1 126.3 
hy te pape ae 0 102.3 106.7 114.9 118.2 Ley 128.8 101.5 
alps 111.7 122.7 
91.0 89.6 106.2 17.3 111.8 : 
1088. mabe ae 108" 93.98 1268 110.2 112.7 153.9 110.4 101.5 
ene 5 112 109 103 
105 107 109 117 
1088. it eso: hh 104 107 105 112 108 104, 85 121 


Source: Reports on fulfilment of pe national statistical yearbooks and bulletins. 
= Eid on basis of nine months. 
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Table 100. Indices of Output of Selected 
Consumer Durable Goods 
(Preceding year = 100) 


Other easlern 


USSR European countries 

ae 1957-1958 1957 1958 
BiGyCles hae ete eee 106 110 96 
Cameragan eee ss: 111 Wh 73 Ae 
Motor cycles, ...501. 112 ae) 124 JY 
Passenger cars...... 116 108 133 120 
RAGLOS xsctnectereastonienn sys 94, 110 WG 114 
Refrigerators........ 138 116 tLe 156 
Sewing machines.... 118 118 110 110 
Television sets...... 119 138 475 197 
Washing machines... 193 143 142 135 
Wisitchegsi faesina a 104 105 116 110 


Source: Reports on fulfilment of plans; national statistical 
yearbooks and bulletins. 


In the eastern European countries, the advance in 
output of woollen fabrics in Czechoslovakia and East- 
ern Germany was particularly noteworthy. Unlike the 
situation in the Soviet Union, however, the increase 
in output of the major food items, other than sugar, 
was larger than in the preceding year, the only signifi- 
cant exceptions being meat in Czechoslovakia and 
Eastern Germany and butter in Poland. In the other 
eastern European countries, the expansion in output 
of butter was unusually high, a fact which reflected 
the increase of milk procurement as well as a shift in 
favour of butter in total demand for fats. Among con- 
sumer durables, the output of most products rose at 
a lower rate in 1958 than in 1957. 

In contrast to the preceding year when the rate of 
increase of output per man in industry had slackened 
in most countries, there was an acceleration in most 
countries during 1958. In Bulgaria, where output per 
man had actually declined in 1957, an advance of 
5 per cent was registered in 1958. None the less this 
country remained the only one where most of the 
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industrial expansion was achieved through an increase 
in employment rather than through a rise in output 
per man. A significant gain in output per man, accom- 
panied by a slackening in the rate of increase of em- 
ployment, also took place in Czechoslovakia, Eastern 
Germany and Poland. In Hungary, where most of the 
advance in output per man in 1957 had represented a 
recovery from the low level of 1956—when it had 
been depressed by the October uprising—the level of 
productivity achieved in 1958 was above that which 
had prevailed in 1955. In contrast, the rate of increase 
in output per man in the Soviet Union appears to 
have again moderated somewhat in 1958 while in 
Romania there was a considerable reduction in the 


rate (see table 101). 


ALLOCATION OF NATIONAL PRODUCT AND CHANGES IN 
DEMAND AND SUPPLY 


Changes in the rate of growth of national product 
between 1957 and 1958 were of little significance in 
Bulgaria, Poland and Czechoslovakia; in the former 
two, the expansion slowed down slightly while, in the 
latter, a somewhat higher rate of increase was achieved 
(see table 102). More significant was the acceleration 
in the Soviet Union where national product rose by 
9 per cent in 1958 as compared with a 6 per cent in- 
crease in 1957; a fairly substantial advance also took 
place in Eastern Germany. In Hungary, however, the 
rate of increase of national product fell from 21 per 
cent in 1957 to only 5 per cent in 1958, reflecting 
largely the transition from recovery to actual expan- 
sion.*” Romania was the only country where national 
product declined; it seems to have fallen by about 
2 per cent as compared with an advance of 15 per cent 
in 1957. In mainland China the changes which oc- 
curred in 1958 were of an entirely different order of 
magnitude both as compared with the developments 


°° In constant prices; data in table 102 are in current prices. 


Table 101. Indices of Employment and Output per Man in Industry, by Country 
(Preceding year = 100) ; : 
$$ eeeeeSSSSSSSSSSSSSSSSSSSSSSSSSSSseeeee 


1956 
Country Number Output 
of wage per wage 
earners earner 
Bulgaria®. 0... 0.00... 107.8 107.0 
Czechoslovakia......... 102.4 106.8 
Eastern Germany. ...... 99.4 106.8 
Pianpary eos. fen vcs 102.4 88.6° 
Poland sanyo aise 104.2 104.6 
Omariig ny ene 101.6 108.7 
WSSHitrentd, oon ae 104, 107 


1957 1958 
Number ulpu Jumber ulpu 
of tn ae noel wv ede = ce 
118 97.9 108 104.9 
103.9 105.9 103.4 107.4 
103.6 104, 102.0 108.7 
100.8 111.44 103.8 108.3 
103.4 105.4 100.7 108.9 
100.2 108.3 104.1 105.3 
103 106.5 103.8 106 


$e 


Source: Reports on fulfilment of plans; replies 
of Governments to the United Nations question- 
naire of November 1958 on economic trends 
problems and policies; Statisztikai Havi Kézlemen. 
yek, No. 2, 1959. 

® State and co-operative industry only. 


» State industry only. 


* Average January-September 1956, 102.5 (Jan- 
uary-September 1955 = 100). 


496.3 in relation to the average of January- 
September 1957. . t 


aa! 
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Table 102. Indices of National Product, Investment and Retail Sales, by Country 
(Preceding year = 100) ; 


National product 


Country “ 
1956 1957 1958 
| COIS See A ie 105 108 1078 
‘China (mainland)............... 117° 105° ~— 165¢ 
M@rechoslovakia................. 106 107 108 
faectern Germany*.............. 105 107 108 
Ce ho ee ae 88 129 105 
‘Poland RE BI RSS tan POOR a 5 108 108 106 
| er en eee 93 115 98s 
| Soe eee 112 106 109 


PATA 
Investment Retail sales 
1956 1957 1958 . 1956 1957 1958 
101» 82> 122> JUS) 110 11 
163 89 215 119 109 116 
122 110 105 109 109 101 
131 107 WANS} 104 107 109 
103 95 109 110 109 105 
104, 107 108¢ 117! 1144 106! 
112 92 ier 113 105 97e 
eg ill lil 108 114 106 


| Saran 


Source: National statistical yearbooks; reports on fulfilment 
of plans and coke of Governments to the United Nations 
iquestionnaire of November 1958 on economic trends, problems 
‘and poncess Hsin-Hua Semi-Monthly. 

® In 1939 prices. Percentages for the earlier years are apparent- 
ly based on data in 1952 prices. ; 

> Centrally controlled investments only. 

° Gross output of industry and agriculture. 

4 Tn current prices. 

* Presumably in current prices. 


in other centrally planned economies and with past 
changes in the Chinese economy. Gross output of 
industry and agriculture, which in 1956 and 1957 had 
risen by 17 and 5 per cent respectively, increased in 
1958 by 65 per cent. Although national product in- 
creased less, partly because of a much smaller rate of 
increase in transport, communications and _ trade, 
even allowing for this and for the differences between 
changes in gross and net output of industry and agri- 
culture, the rate of increase in national product in 
1958 seems to have been of the order of 50 per cent. 


In several countries, the changes in the rate of 
expansion of national product reflected fluctuations 
in agricultural production. The effect of the changes 
in agricultural output was most apparent in Romania 
where the sharp rise in agricultural production in 
1957 and the subsequent decline in 1958 were the 
main factors influencing the changes in national 
product. Similarly, in Hungary the deceleration in 
1958 was mainly due to the sharp decline in the rate 
of expansion of agriculture, although industrial pro- 
duction also increased at a smaller rate than in 1957. 
In the Soviet Union, industrial production expanded 
at the same rate as in 1957, and the steep increase in 
agricultural output in 1958 was the only factor ac- 
celerating the growth of national product. In mainland 
China, by contrast, the sharp advance in gross output 
was accounted for almost equally by both industry 
and agriculture. 


The tendencies in fixed investment in 1958 were in 
general opposite to those which had emerged in 1957. 
The characteristic feature of the changes in the in- 
vestment sector in 1957 had been a deceleration of 
investment activity in some countries and an absolute 
decline in others. In 1958, however, only in Czecho- 
slovakia and the Soviet Union did fixed investment 


‘ Socialist retail trade only. Total sales rose in 1956 by 15 per 
cent and in 1957 by 17 per cent. 

® Index of national product estimated on the basis of a state- 
ment in Scinteia (Bucharest),28 December 1958, indicating a 
threefold increase in 1958 over 1948 and on the basis of indices 
for the preceding year from the Statistical Yearbook of Romania, 
1958. Index of retail sales estimated on the basis of a statement 
in Scinteia, 7 March 1959, indicating a 130 per cent increase 
in retail sales as compared to 1950, and on the basis of indices 
for the preceding years from the Statistical Yearbook, 1957. 


increase at a lower rate than in 1957. In the Soviet 
Union, this was the second consecutive year of de- 
cline; the rate of increase in investment, which had 
been 17 per cent in 1956, fell to 12 per cent in 1957 
and 11 per cent in 1958. In Czechoslovakia, the rate 
fell from 22 per cent in 1956 to 10 per cent in 1957 
and 5 per cent in 1958. But in all other countries for 
which data are available, fixed investment in 1958 
increased at a much higher rate than during the pre- 
vious year. In Eastern Germany, fixed investment 
rose in 1958 by 15 per cent and in Poland by 8 per 
cent as compared to 7 and 4 per cent respectively in 
1957. In Bulgaria and Hungary, where investment had 
fallen in 1957 by 18 and 5 per cent respectively, it 
increased by 22 and 9 per cent in 1958. The greatest 
change took place, however, in mainland China where 
centralized fixed investment had declined by about 
11 per cent in 1957 but increased by 115 per cent in 
1958. Total fixed investment in mainland China un- 
doubtedly increased even more if account is also 
taken of the very steep increase in construction work 
organized at the local level which entailed relatively 
little additional State expenditure. The very extensive 
irrigation works, as well as the construction of dams 
and artificial lakes for hydroelectric stations and for 
the prevention of floods, were achieved by the mobil- 
ization of tens of millions of agricultural workers and 
peasants who, because of the seasonal character of 
agricultural work, had been previously occupied for 
only about two-thirds of the year. The employment of 
these workers for construction in the countryside 
entailed very little expenditure since the peasants 
used their own tools or locally produced equipment 
and their work was considered part of their normal 
activities as members of the collective farms. 


Retail sales increased in several countries at a 
slower rate than in 1957, the most significant changes 
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having taken place in Czechoslovakia, Poland and the 
Soviet Union; in Czechoslovakia the rate of increase 
fell from 9 per cent in 1957 to one per cent in 1958, and 
in the Soviet Union, from 14 per cent in 1957 to only 
6 per cent in 1958. In Romania, for which no official 
data are available for 1958, retail sales seem to have 
declined under the impact of the fall in agricultural 
supplies whereas in 1957 they had increased by 5 per 
cent. In contrast, in Bulgaria and mainland China, 
retail sales increased more than in 1957.*! 


The indices of retail sales do not always adequately 
reflect changes in personal consumption, especially in 
countries with large peasant sectors where the share 
of retail sales in total consumption may undergo ap- 
preciable changes from year to year. Similarly, the 
indices of fixed investment may be at variance with 
changes in inventories and net foreign trade and there- 
fore cannot always be considered as indicative of 
changes in total investment. In consequence, the com- 
parison of indices of fixed investment, retail trade and 
national income can give only a very general indication 
of changes in the allocation of national product, and, 
for most countries, these have to be complemented 
by other quantitative or qualitative information. 


The most striking changes in the allocation of re- 
sources took place in mainland China where State 
fixed investment increased by 115 per cent, retail 
sales of consumer goods by 16 per cent and national 
product by some 50 per cent. The shift in the alloca- 
tion of resources was certainly much less pronounced 
than would appear from the comparison of these 
indices because consumption undoubtedly increased 
much more than retail sales, and total net investment 
most probably rose less than State fixed investment.*? 
The data on changes in retail sales in mainland China 
in 1958 were even less indicative of changes in con- 
sumption than in the past because both the sharp 
increase in agricultural output and the profound in- 
stitutional changes in the agricultural sector resulted 
in a considerable increase in the share of consumption 
goods which were supplied directly to the peasants by 
collective farms or communes and did not enter the 
network of retail trade. It is not unlikely that this 
shift from the retail trade network was not limited to 
foodstuffs, since in several localities the peasants were 
also supplied by the communes with industrial goods 
which—at least in part—were locally produced or 
acquired by local authorities through wholesale out- 
lets; and these supplies would therefore not be re- 
flected in the retail trade indices. However, even 
though consumption increased much more than retail 
sales, the shift towards fixed investment and stock 
formation, caused mainly by the excellent harvest, was 

*! In Eastern Germany value of retail sales increased by 9 per 
cent in 1958 compared to 7 per cent in 1957, but volume of 
sales increased at about the same rate as in 1957. 

* In terms of actual outlays, excepting the estimated value 


of investment work of members of collective farms, which did 
not entail much additional outlay. 


of a magnitude without precedent in mainland China 
or in any other centrally planned economy. 


Substantial increases in the share of investment in 
national product were characteristic of most of the 
other centrally planned economies in 1958 although 
their magnitude was much smaller than in mainland 
China. 


In the Soviet Union national product had risen by 
6 per cent in 1957, retail sales by 14 per cent and State 
fixed investment by 12 per cent. Since the poor harvest 
during that year had resulted in a substantial decumu- 
lation of agricultural stocks built up during the two 
preceding years, total investment had increased much 
less than State fixed investment, while the share of 
consumption in national product had increased sub- 
stantially. In 1958, however, these tendencies were 
reversed, as indicated by the fact that retail sales in- 
creased by only 6 per cent whereas national product 
rose by 9 per cent and fixed investment by 11 per cent. 
In contrast to 1957, the bumper harvest of 1958 re- 
sulted presumably in a substantial increase in agri- 
cultural stocks and therefore, during the latter year, 
the movement of stocks was a factor raising the share 
of total investment in national product. Similarly, in 
Czechoslovakia, where consumption had increased in 
1957 at the same rate as national product, namely, by 
7 per cent, the share of consumption declined substan- 
tially in 1958; consumption rose by only 2 per cent, 
whereas national product increased by 8 per cent.** 


Changes in the allocation of national product in 
Eastern Germany and Hungary are much less apparent 
from the available statistical data. In Eastern Germany 
national product increased by about 8 per cent, State 
fixed investment by 15 per cent, while volume of 
retail sales advanced by less than half as much. Net 
exports also increased, but the lack of information on 
changes in inventories and in non-centralized and 
private investment prevents any definite conclusions 
about the change in total investment in relation to 
national product. Since, however, the movement of 
retail sales in Eastern Germany generally reflects 
fairly well the changes in personal consumption, it 
seems that some shift in favour of investment oc- 


cured in 1958. 


In Hungary, national income and retail sales both 
increased in 1958 by 5 per cent, and fixed investment 
by 9 per cent. At the same time net imports declined 
by more than 25 per cent but investment in inven- 
tories also seems to have fallen, partly as a result of 
the poor harvest. As a consequence, the share of total 
investment in national product seems to have in- 
creased slightly, Consumption, on the other hand, 
probably increased less than retail sales and slightly 
less than national product, mainly owing to a smaller 

8§ Data on percentage changes in consumption are official 


indices, announced in the report fulfil 
eeeereret ports on fulfilment of the plan for 
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Table 103. Bulgaria and Poland: Allocation of Net National Product in 1957 and 1958 
SS ere 


Poland* Bulgaria» 
— ie 1958 . 1958 1957 1958 1958 
(billions of zlotys) (1957= 100) (millions of levas) (1957. t00) 
National product 308 325 105.6 
i aes 8 30,819 34,000 
Consumption. .......... 247 257 104 D415 37.630 «114.1 
, ersonal Pa ene ee Bake 231 240 104 22.253 25,410 114.1 
ecumulation............, 7 77 104 6,594 6,370 96.6 
Net fixed investment eae 48 52 109 3,519 4,420 125.6 
Changes in inventories. . . 26 2 96 3,075 1.950 63.4 
Net foreign balance........ —13 —9 69 as e) oi 


ne Net ee 


Source: des on fulfilment of plan for 1958 
and reply of the Bulgarian Government to the 
United Nation questionnaire of November 1958 
on economic trends, problems and policies. 

* In 1958 prices. Estimated on the basis of data 
on national product and on the share of its com- 
ponents in 1958 in current prices and on percent- 
age increases over 1957 in constant prices. 


increase, or possibly even a decline, in peasants’ con- 
sumption caused by the fall in their income. This pat- 
tern of change was very different from developments 
in 1957 when a very steep increase in accumulation 
of stocks had more than offset a decline in fixed invest- 
ment and had resulted in a very steep increase in the 
share of total investment in national product. The 
aggregate increase in consumption and total invest- 
ment had exceeded in 1957, in absolute amounts, the 
increment in national product, the difference being 
covered by a sharp advance in net imports. Net im- 
ports which, in 1957, had amounted to some 5 per 
cent of national product, gave way in 1958 to a net 
export balance equal to about one per cent of national 
product. 


Full data on changes in the allocation of national 
product are available for only Bulgaria and Poland; 
and these are shown in table 103. In Poland domestic 
expenditure exceeded national product in both 1957 
and 1958, but the share of net imports in domestic 
expenditure fell from some 4 per cent in 1957 to about 
2.7 per cent in 1958. Fixed investment increased at a 
higher rate than in 1957 but, whereas total investment 
during 1957 had risen by 19 per cent, reflecting an 
increase of more than 50 per cent in inventories, it 
increased by only 4 per cent in 1958, as stock forma- 
tion declined by 4 per cent. Both personal and public 
consumption increased by 4 per cent in 1958 as com- 
pared with a 12 per cent increase in 1957. Since na- 
tional product advanced by about 6 per cent in 1958, 
consumption and total investment both declined in 
relation to national product; and the obverse of those 
changes was a fall in net imports. The share of per- 
sonal consumption was equal to about 72 per cent of 


total available supplies in both 1957 and 1958. 


Bulgaria was the only country of the group where 
the share of personal consumption in national product 


5 In current es Presumably net national 
proses although the lack of data on net foreign 
alance could be interpreted as indicating that 
the concept used is that of net domestic expend- 
iture. The difference between the rate of increase 
in national product given in the present table and 
in table 102 is accounted for by the fact that the 
data in the latter table are expressed in 1939 prices. 


increased in 1958. The shift from about 72 per cent of 
national product in 1957 to 75 per cent in 1958 was 
brought about by a 14 per cent increase in personal 
consumption*‘ and a 3 per cent decline in net invest- 
ment. The fall in total investment was accounted for 
entirely by a 37 per cent decline in stock formation; 
its share in national product was lowered from 10 per 
cent in 1957 to about 6 per cent in 1958. Net fixed 
investment increased in 1958 by about 26 per cent. 
The considerable decline in investment in inventories 
seems to have reflected the fluctuations in crops. The 
increase in output of crops in 1957 had contributed to 
a substantial rise in stocks whereas the poorer harvest 
in 1958 had the opposite effect. 


Changes in money payments to the population in 
relation to output were generally much more in line 
with the shifts in allocation of resources in 1958 than 
in 1957. The considerable increase in money payments 
in relation to output which had occurred in most 
countries in 1957 was arrested in 1958 (see table 104). 
In 1957, the rise in money income had ensued from 
substantial advances in wage rates, higher prices paid 
to peasants and steep increases in pensions. But in 
1958, in all countries excepting Bulgaria, the wage 
increases were smaller, while peasant incomes rose 
much Jess and further increases in pensions contrib- 
uted little to the percentage rise in total money pay- 
ments. Average workers’ earnings increased less than 
output per man in all countries, the margin being very 


large in Hungary and Czechoslovakia (see table 105). 


The effect of these changes on the balance between 
supply and demand differed from country to country, 
but, in general, supplies seem to have risen sufficiently 
to meet demand. It is true that the lack of information 


34 Personal and public consumption increased from 79 to 81 
per cent of national product. 
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Table 104. Indices of Money Incomes of the Population and Retail Sales, by Country 


Total ’ Value of Volume of : ela nase ; 
ria rio mite peer sites aoe Ce ae 
(Preceding year = 100) 
ee RP es pen NN Cyt) ccd 106.0 105.9 106.3 106.3 114.5 15.2 
LS Eee ee I SCR ctctora yc A 110.6 110.6 ns 5 110.2 109.9 16.7 
LOSS ie aera ete cron 111.0 106.8 129.0 110.7 UNON 18.4 
Czechoslovakia 
1956 ee ROE Ae ce Peee 106.4 106.8 106.7 109.4 83.5 
A OSGi ceyeon earache inane eehehe LOR; 105.0 106.9 109.1 89.2 
LOSS Repeatceseee ven wk isc cts thc Loe 103.4 101.4 101.4 90.5 
ae He ty ea OS ne aie 102.6 103.5 103.8 32.6 
USE Gee torts Malsicea motors eae 106.4 106.7 107.9 34.8 
ODS Re Mn a wows sesso eee eran aoa 109,04 109.4, b 38.1 
Hungar 
1556, Re RIND ari oa Rd tata 108.7 110.8 100.8 109.7 111.0 48.3 
TIC Ect hcescrnhin Parsi, ds al he ene 116.2 Wie 126.8 109.4 105.0 52.8 
HOSS Seay Saeaew we wree ey Rly crake: 105.9 108.2 97.4 104.9 104.9 90.4 
Poland 7 r 
IRS Sista. aoc aoe Ok eee ee 118.1 115.8¢ 116.8 114.64 117.24 147.74 
LOS ieee oven ornew. Benet loie 121.0 118.0¢ 123.0 121.94 113.84 180.14 
OS SO eee enti nace A Tee ctor archon oe 106.6° a5 108.74 106,04 195.74 
USSR 
iM Rota ens Bae Se ee 107.0 dis 108.0 108.0 540.8 
LO Si Reeeeen Peat tite aisia re sear 111.0 106.0 114.0 114.0 616.5 
OS See eae cracls iaet ene fons 108.0 106.0 667.0 


Source: Reports on fulfilment of plans; replies of Governments 
to the United Nations questionnaire of November 1958 on 
economic trends, problems and policies; national statistical 
yearbooks. 


on consumer expenditure other than on purchases in 
the retail trade network makes it difficult to assess the 
extent to which the increase in demand was met by 
an advance in supply. However, a comparison of 
changes in income payments in relation to changes 
in retail sales in 1957 and 1958 seems to indicate that 
in 1958 the supply-demand position improved in 
Bulgaria, Eastern Germany, Hungary and Poland, 
whereas in the Soviet Union and Czechoslovakia the 
relation between increases in money incomes and 
sales was less favourable than in 1957. 


It is noteworthy that in most countries where the 


® Estimated wage bill in industry. 

> Estimated at about 6 to 7 per cent. 
° Socialist sector. 

4 Socialist retail trade. 


net increment in savings deposits had increased 
steeply in 1957, the increases in deposits were sub- 
stantially lower in 1958, the greatest decline occurring 
in the Soviet Union.*® This would indicate that the 
rate of visible saving of the population has been re- 
lated to the rate of increase rather than to the abso- 


5 Increments in savings deposits in billions of national cur- 
rency units during the last three years were as follows: 


1956 1957 1958 
Czechoslovakia........... 2.50 aol m.:% 
Poland ve Aly <p eee ene ae? 96 oo re | 
USSR eee ee oe eee 10.00 16.8 6.5 


Table 105. Indices of Output per Man, and of Money and Real Wages in Industry, by Country 


ee ee a es a ear ee ee 
1956 1957 1958 
Country Oulpul Wages Oulput Wages Output Wages 

per ea per — per : 

man Money Real man Money Real man Money Real 
Bulgaria............0.. 107.0 102.0 110.9 97.9 1048 104.0 104.9 102.28 29a 
Czechoslovakia... 106.8 102.6 105.3 105.9 100.5 102.4 1074 1021 1021 
Eastern Germany... . .. 106.8 103.3 103.8 104.7 103.0 1047 108.7 106.5 
Hungary.............. 88.6 106.7 107.8 1114 1204 1176 108.3 101.3 101.0 
Peladdh ree wen as oe 104.6 1116 112.7 105.4 1195 112.7 108.9 106.5 103.7 
Lo ee nae a entia tat a 107 103 104 106.5 107 107 106 ; 


Source: Reports on fulfilment of plans; replies of Govern- 
ments to the United Nations questionnaire of November 1958 
on economic trends, problems and policies; national statisti- 
cal yearbooks, 


* Industry under central administration, 


> State and co-operative industry, 
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lute level of income payments. It is, however, possible 
that the increase in residential building financed from 
private funds was a significant factor influencing the 
change in savings in 1958. 


Bulgaria was the only country in the group where 
money payments to the population increased at the 
same rate as in 1957. This was mainly due to a 16 per 
cent increase in pensions and other non-wage pay- 
ments and to a 29 per cent increase in payments to 
peasants; the wage bill increased by only 7 per cent as 
compared to 11] per cent in 1957, The steep increase 
in peasants’ money incomes, in the face of the virtual 
absence of change in total agricultural production, 
was the outcome of an appreciable expansion in out- 
put and sales of livestock products, vegetables, tobacco 
and grapes. Retail sales increased in the same pro- 
portion as money income and the balance between 
supply and demand seems to have improved. 


In Eastern Germany money income of the popula- 
tion increased in 1958 much less than in 1957; in 
absolute terms, the increase was 3.1 billion marks 
compared with 3.6 billion in 1957. However, retail 
sales rose by 2.2 billion marks in 1957 and by 3.3 
billion in 1958 in current prices. Although the in- 
creases in both money payments and the value of 
retail sales in 1958 were affected by the changes in 
prices and wages, comparison with the corresponding 
data for the preceding year clearly indicates an im- 
provement in the supply-demand situation which per- 
mitted the elimination of rationing on 1 June 1958. 
Despite several price reductions which brought the 
cost of living down about 40 per cent between 1950 
and 1957, the rationing of meat, fats, milk, butter and 
sugar continued until mid-1958. The proportion of 
rationed to total supplies varied from 16 per cent for 
eggs to 65, 77 and 94 per cent for meat, butter and 
sugar, respectively. The elimination of rationing and 
the unification of dual prices were accompanied by 
marked increases in the level of prices at which ra- 
tioned goods were formerly sold and a reduction in 
free prices of the same goods (see table 106). The 
average prices of these goods were, however, con- 
siderably increased. These increases were partly offset 
by price reductions of several semi-durable and dur- 
able consumer goods, of restaurant meals and of some 
foodstuffs such as cocoa, chocolate, rice and pepper. 


Although, according to official statements, the gen- 
eral price level was to remain unchanged, it seems 
that the cost of living for a worker’s family increased 
on the order of 5 to 10 per cent under the impact of 
derationing. But after the corrective price reductions 
announced in July, it declined by some 4 per cent 
and, for the year as a whole, was 2 to 3 per cent above 
that of 1957.%° The effect of price increases on the 


36 The percentage reductions of prices announced on 7 July 
1958 were as follows: pork, on the average, 8.5; sausages, average, 
8; pork fat, 13; milk, fresh, 15; milk, condensed, 11; cream, 14.5 
(Neues Deutschland, Berlin, 6 July 1958). 
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real income of the former ration holders was offset by 
payments of tax-free supplements to wage earners and 
by special additions to children’s allowances and pen- 
sions. The tax-free supplements were considerably 
greater for the lowest-paid workers, and apart from this, 
the wages of the lowest-paid groups were increased. Al- 
though no conclusive data are available, there is little 
doubt that the average real wage increased as a result 
of these reforms, and that the wage differential, at 
least between the lower and medium brackets, was 
reduced. The effect of the reform on the distribution 
of income between wage earners, salary earners and 
other groups varied according to their dependence on 
rationed supplies prior to derationing. The peasants 
seem to have benefited from the reform because of the 
decline in prices of goods purchased by them in retail 
trade. Although, for several commodities, prices paid 
by the State agencies for free purchases of agricultural 
produce from the peasants were reduced, this seems 
to have been offset by an increase in prices paid for 
compulsory deliveries and a general advance in prices 
paid for beef, sugar-beets and potatoes.*7 


Table 106. Eastern Germany: Changes in Prices 
of Selected Foods, | June 1958 
Unified 
yf airs of 1 June 1958 as 
on of Maree percentage of previous prices 
sales in Non- 
total sales Ration ration Average 
sales sales 
Meats en os: 65 Pages .66 121.9 
Fats (animal)>. . 73 1.62 ol 108.6 
Buttermere Ue PRBS) 49 2 5e2, 
Milles eet 68 2.87 eral 145.5 
Margarine..... 31 Lap .68 78.5 
Bge6 3 ctGgea wat 16 3.0 1.00 TAS) 
SAL oe eee 94, 1.67 Bp) 5225 


Source: Statistisches Jahrbuch der Deutschen Demokratischen 
Republik, 1957 (Berlin); Neues Deutschland, 29 May and 6 July 
1958. 

® Average ration prices estimated on the basis of prices for 
various meats and meat products. 

b Prices relate to one kind of lard, whereas the percentage 
share of rationed goods relates to several kinds of animal fats. 


In Hungary, the considerable gap between the rise 
in income payments and the volume of retail sales 
which developed in 1957 narrowed appreciably in 
1958; income advanced at a much smaller rate whereas 
the increase of 5 per cent in the volume of retail sales 
was the same as in the preceding year. The more mod- 
erate advance in income reflected a much smaller 
increase in the wage bill, and more important, a de- 
cline in peasants’ money income which, in the previous 
year, had increased by almost 27 per cent. Despite this 


87 According to official statements, the combined effect of the 
rise in money payments and of the change in fee associated 
with derationing was to increase the real purchasing power of 
the population by 1.7 billion marks between June and December 
1958, an amount corresponding to almost 5 per cent of retail 
sales in 1957; together with the effect of the price reductions in 
July, this would amount to over 5 per cent. 


narrowing of the gap between supply and demand, the 
pressure of demand, especially on food, seems to have 
continued; but, apart from some fluctuations in the 
course of the year, consumer prices remained gen- 
erally stable. 


In Poland, the considerable decline in the rate of 
increase in income of wage and salary earners was 
accompanied by a smaller decline in rate of growth 
of the retail sales volume. But it seems that the rate 
of increase in peasants’ money income, which in 1957 
had risen by about 23 per cent, was smaller than that 
of wage and salary earners in 1958; consequently, the 
margin between total money income and the volume 
of supplies was substantially reduced. The rise in re- 
tail prices of about 3 per cent over 1957 was entirely 
due to price increases during the latter part of 1957; 
throughout 1958 prices remained relatively stable. 
Specific shortages continued to be present, however, 
and prices on peasants’ markets were about 8 per cent 
higher in 1958 than in 1957. The cost of living for a 
worker’s family increased by about 2 per cent as 
compared to 6 per cent in 1957. 


In Czechoslovakia, during 1957, the wage bill as 
well as total income of the population had increased 
less than the volume of retail sales, making possible a 
reduction in consumer prices. But, in 1958, retail 
sales increased by only 2 per cent whereas income of 
wage and salary earners rose by about 4 per cent. 
Although statistics on peasants’ income are not avail- 
able, it seems likely that their money income increased 
less than the wage bill and that therefore the margin 
between the rates of increase in volume of supplies 
and of money income was smaller than would appear 
from the comparison of indices of income of wage 
and salary earners and of retail sales. It is true that 
new saving deposits declined substantially. But it 
seems that the amount spent out of personal incomes 
on housing and services was sufficient to close the 
possible gap between demand and supply of consumer 
goods and to ensure stability of prices. In fact, prices 
which had declined by 2 per cent in 1957 remained 
unchanged in 1958. 


In the Soviet Union changes in the relationship 
between money incomes and the volume of retail 
sales were in many respects similar to those which 
took place in Czechoslovakia. In 1957, the wage bill 
had risen by about 11 per cent, pension payments by 
58 per cent and peasants’ income by 6 per cent, while 
volume of retail sales had increased by 14 per cent. 
In contrast, in 1958, volume of retail sales rose by 
6 per cent; income payments to the population do not 
seem to have increased much more. Real income for 
employed persons among both wage and salary earners 
and peasants rose in 1958 by 5 per cent.*’ The number 


** This figure, indicated in the report of the fulfilment of the 

oe for 1958, reflects also increases in pensions and other 

enefits as well as in free State services and in income in kind 
of the members of collective farms. 
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of wage and salary earners increased by about 3 per 
cent and the number of working peasants presumably 
rose less despite the transfer into this category of 
workers formerly employed by the machine and tractor 
stations. However, since separate daia on changes in 
wages and on per capita income of working peasants 
are not available, it is not possible to provide quanti- 
tative estimates of the changes in total money income 
of each of these groups or consequently of the two 
groups taken together. It seems, however, that in 
1958 peasants’ income increased at a higher rate than 
the wage bill, because of a very steep increase in agri- 
cultural production and in the sales of agricultural 
goods to the State. Total money income of the collec- 
tive farms which in 1957 had remained practically 
unchanged increased in 1958 by 38 per cent. Although 
the disposable money income of the members of col- 
lective farms increased much less because of a sub- 
stantial increase in the share of current proceeds 
allocated to reserve funds or to investment,*? there 
is little doubt that the increase in money and real in- 
come per working peasant was considerably greater 
than the gain in wages. Taking into account all these 
changes, it may be supposed that money wages ad- 
vanced less than 5 per cent and that the increase in 
the wage bill and in the distributed money income of 
peasants, when taken together, increased only slightly 
more than the volume of retail sales. At the beginning 
of the year prices of passenger cars, carpets and alco- 
holic beverages were raised and the effect of these 
increases on the average retail prices was hardly offset 
by a reduction in prices of television sets and cameras. 
The comparison of changes in volume and value of 
retail sales seems to indicate that on the average retail 
prices rose in 1958 by about 2 per cent over 1957. 
This increase might be due mainly to a considerable 
rise in prices of alcoholic beverages which represent 
quite a substantial share of total sales.*° It is note- 
worthy that in the Soviet Union, as in other countries, 
current visible saving of the population as reflected in 
changes in net deposits in savings banks, declined from 
16.8 billion roubles in 1957 to 6.5 billion in 1958. 
Changes in the balance between demand and supply 
of consumer goods in mainland China cannot be ascer- 
tained owing to the lack of information on money 
incomes of the population in 1958. Even if such data 
were available, they could hardly shed much light on 
the actual changes in the pressure of demand upon 
supply in a situation where the methods both of pay- 
ments and of allocation of consumer goods were sub- 
ject to far-reaching changes. However, while the very 
*® Prices paid for purchases and the undistributed income of 
collective farms were raised in connexion with the abolition of 
machine and tractor stations and the resulting rise of investment 
wa Recor aa expenditure of the collective farms. 
Th sales af toikn anema ty bars eceemet eet rea 
8 hay ess than total sales 
or even to have declined, as indicated by the fact that, according 
to official statements, the volume of sales, exclusive of vodka, 


increased in 1958 by 7 per cent whereas total volume, inclusive 
of sales of vodka, rose by 6 per cent over 1957, 
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steep increase in the proportion of resources devoted 
to investment tended to intensify the pressure of 
demand on supplies of consumer goods, this was 
appreciably offset by the considerable increase in out- 
put of food and industrial crops and by the substantial 
increase in total output per man in relation to money 
payments to the population. 


PLANS FoR 1959 


The plans of economic development in 1959 may be 
broadly divided into two groups. The plans of mainland 
China and Bulgaria, on the one hand, envisage exceed- 
ingly high rates of expansion, while, on the other, the 
plans of the remaining countries provide for relatively 
moderate rates of growth, generally below the rates 
achieved in 1958. Among the latter countries, only 
Eastern Germany and Romania plan to increase indus- 
trial production at the same rate as in 1958; in all the 
other countries, industrial production is planned to 
increase less than in 1958, the increases in Poland and 
the Soviet Union being less than the average rates 
scheduled in their seven-year plans. The greatest de- 
celeration in output is planned by Hungary where 
industrial production is to increase by 5 per cent in 
1959, or by half as much as in 1958. This reduction of 
the rate of growth, however, reflects in part a transi- 
tion from the period of recovery from the events of 
1956 to a period of renewed expansion. In mainland 
China, the plan for 1959 provides for the continuation 
of the very steep advance in industrial production 
although the planned rate of increase of 41 per cent 
is less than two-thirds of that achieved in 1958. Bul- 
garia, however, plans to accelerate the expansion of 
industrial output from 13 per cent in 1958 to 28 per 
cent in 1959. 


In most countries, the advance in industrial pro- 
duction is planned to be realized mainly through in- 
creases in output per man and only to a much smaller 
extent through increased employment; the expansion of 
employment in 1959 is to range from one to 3 per cent. 
Only in Bulgaria is industrial employment scheduled 
to increase more than output per man, the respective 
rates being 17 and 8 per cent (see table 107). 


As with the plans for industrial production, the 
targets set for agricultural output by Bulgaria and 
mainland China far exceed the rates planned by other 
countries. The Bulgarian plan provides for a 74 per 
cent increase in agricultural production. Following the 
example of mainland China, Bulgaria intends to achieve 
this advance through a reorganization of its collective 
farms into larger units, an increase in labour input, 
and a considerable expansion in the use of fertilizers 
and in irrigation projects. In mainland China agricul- 
tural production is planned to increase by 39 per cent, 
which, as with industrial output, is much less than in 
1958. It should be added that the authorities of main- 
land China do not expect to maintain these high rates 
of growth after 1960. This is conceived as the last year 
of the period of the “great leap forward” which, ac- 
cording to official statements, has been intended to 
draw off idle resources into employment and, by sharply 
raising the levels of output and consumption, to pro- 
vide the basis for a more balanced growth in the future. 
Among other countries, the highest rate of increase in 
agricultural production is planned by Czechoslovakia 
where output is scheduled to advance by 12 per cent; 
Poland and Hungary expect increases of 4 and 5 per 
cent, respectively. 


In most countries, national product is planned to 


Table 107. Planned Targets for 1959 
(1958 = 100) 
eee 
Czecho- Easlern : 
Item Bulgaria slovakia Germany Hungary® Poland Romania USSR 

Watiorial product. ........---- Sah ROU a Pe 145 aoe wa 106 106 113 108 
State gross fixed investment.............-.-+--. T> 113 120 124 11i3e 115 lil 
cease re Ps ae ois caine ove a eho 2 123 _ lil 106 ae 109 Bia? 
P Pr HSIETIEEOISS onc. wae tie ee nen PA 107 ets aa? ae ae 
Industrial aadaetl Is gn Seg RE woe 128 109 lll 105 108 110 108 

a ne ee Ee ns 1274 Ap ree 106 107 il se 

RWI PERIODS cia viel dns = = aia t= iis en + 1254 ae or 104, 108 107 oe 
Industrial employment..........----.+++++eeee> a7 102 101 102 102 103 102 
Output per man in industry...............---+: 108 107 110 103 105 106 106 
Agricultural production. .........-----+-++++0+5 174 LIZ Hie 105 104 af te 
LE a eee a eee eee oe ies 102 nae 103 102 
Foreign trade, turnover.......---.----++++++++: 110 lil 114 10] 

Se RA ee eee On ee ee . 107 110 106 

LTP Rin oe a Ree rr ea tone As 116 118 98 yee 
Pa ies putee 130! 147 oe 108 125! 


Source: Plans for 1959; replies of Governments to the United 
Nations questionnaire of November 1958 on economic trends, 
roblems and policies; Rabotnicheskoe Delo (Sofia), 14 March 
959. 

8 Industrial production in State industry only; output per 
man and siilaitaens in industries under ministerial juris- 


diction, only. 


6 Total net fixed investment. 

° Gross investment including investments from private means. 

4 Unrevised data. The index for total production was originally 
planned at 126 and later increased to 128. No revised data were 
announced for producer and consumer goods separately. 

® Increase in total number of apartments. 

‘ Increase in the number of apartments built from State funds. 
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increase at slightly higher or slightly lower rates than 
in 1958. In Romania, the change is much more con- 
siderable since the plan provides for a 13 per cent in- 
crease of national product in 1959, whereas in 1958 
national product seems to have declined. In Bulgaria, 
however, the plan calls for a 45 per cent rise as com- 
pared with 7 per cent in 1958. In mainland China gross 
output of agriculture and industry is planned to in- 
crease by 40 per cent as compared to the 65 per cent 
reported for 1958. 


Comparison of the planned growth of national pro- 
duct with the plans for investment, retail sales and, 
in a few cases, personal consumption, seems to indi- 
cate that consumption is generally planned to increase 
less than national product; the greatest shifts towards 
investment and other State expenditure is apparently 
planned in Bulgaria.‘! In almost all countries, gross 
fixed investment is scheduled to increase at a substan- 
tially higher rate than in 1958. Similarly, retail trade 
is planned to expand at an accelerated rate in all 
countries for which data are available. As during the 
preceding years, the largest share of investment is 
allocated to industry. Within the industrial sector, 
plans for 1959 provide for significant shifts in favour 
of the chemical industry in accordance with the goals 
set in the long-term plans. The Soviet Union plans to 
increase investment in the chemical industry in 1959 
by 71 per cent; Eastern Germany, by 39 per cent, and 
Romania, by 50 per cent.*” In other countries the rates 
of increase planned for the chemical industry are 
smaller, but they are everywhere considerably above 
the average scheduled for total industrial production. 
Another characteristic of the plans for 1959 is a con- 
siderable increase in investment in residential housing; 
this generally exceeds the average rate planned for 
total investment. Residential building is planned to 
increase by 18 per cent in the Soviet Union, 25 per 
cent in Romania, 30 per cent in Czechoslovakia and 
Poland, and 47 per cent in Eastern Germany.*? Among 
the countries which have announced their plans for 
foreign trade, Czechoslovakia, Eastern Germany and 
Hungary intend to expand their total trade turnover by 
more than 10 per cent. The Polish plan provides for 
only a one per cent increase; exports are to rise while 
imports are to fall in order to reduce the deficit on 
current account. In contrast, Eastern Germany and 
Hungary, which were net exporters in 1958, plan to 
expand their imports more than their exports. 


41 No data are available for mainland China. 


© In Romania, in 1959, 20 per cent of all State investment 
is to be allocated to the chemical industry. 

48 Except for Romania, where the percentage increase refers 
to investment outlays on urban housing, the data relate to the 
number of housing units to be constructed in 1959. In the Soviet 
Union 80 million square metres of housing space are to be built 
in 1959, out of which 30 million are to be financed from private 
means. In Poland the plan for 1959 provides for construction 
of 228,000 units in cities and urban settlements, compared to 
175,000 built in 1958. In Eastern Germany, 91,000 units are to 
be made available, out of which 70,000 are to be new houses 
and 21,000 reconstructed buildings. 


FOREIGN TRADE 


The rate of expansion in foreign trade of all the cen- 
trally planned economies, excepting mainland China, 
slackened considerably in 1958 (see table 108). An ex- 
pansion of 14 per cent in 1957 gave way to a smaller 
expansion of 5 per cent in 1958 primarily because of a 
sharp deceleration in trade of the Soviet Union and 
Eastern Germany; together, these countries account for 
more than half of the total turnover of the centrally 
planned economies. The decline in the rate of expansion 
of Soviet trade reflected the fact that the steep increase 
in 1957 was to a considerable extent due to the high 
level of exports associated with expansion of credits 
granted to several centrally planned economies. A 
significant part of the sharp advance in 1957 was also 
oceasioned by the expansion of trade with the rest of 
the world. Trade with western Europe, for instance, 
was stimulated by the diversion of demand for petro- 
leum and its derivatives caused by the Suez crisis. The 
decline in the rate of expansion of trade of other east- 
ern European countries was, for the most part, caused 
by the need to restrict imports in order to improve the 
external balances which had deteriorated in 1957. 
The expansion of foreign trade during 1957 had been, 
in some cases, the result of a substantial advance in 
imports, whereas exports had increased less than im- 
ports or had even declined. In contrast to trade of the 
Soviet Union and other. European centrally planned 


Table 108. Indices of Foreign Trade Turnover* 
and Value of Trade, by Country 


(Preceding year = 100) 


1958 
Country 1956 1957 1958 Value of trade 
(millions of roubles)» 

Bal oariarcenr ern tae 139. 120° 105 2,974 
Czechoslovakia. ....... 116 108 104 LS 
Eastern Germany...... 12 1257 104 14,300 
HOHGEry. <i cen OS EE aS 3,226 
Polandisc sor, ceca 109 112 103 9,145 
Romans ao) sene ee ee) OO mC Or 3,000 

USS Rives 5 ace eee LE 71S 102 34,008 
Total, above countries 109 115 104 80,575 

China (mainland) ...... 99 92 114 12,274° 

Torat 108 114 105 92 849 


ey 


Source: National statistical yearbooks; reports on fulfilment of 
plans; replies of Governments to the United Nations question- 
naire of November 1958 on economic trends, problems and 
policies; Vneshnyaya Torgovlya, 1959 (Moscow). 

* Exports plus imports. Indices for 1956 and 1957 differ from 
those in United Nations, World Economic Survey, 1957 (sales 
number: 58.11.C.1) because of revision of data. 


> Converted into roubles at official rates of exchange. 


© Total trade of mainland China amounted in 1957 to 10,353 
million yuan and in 1958 to 11,802 million yuan Byulleten 
Inostrannoy Kommercheskoy Informatsii, No. 28 ( 704) 5 March 
1959 (Moscow), page 2. Conversion into roubles was obtained 
by using the rate of exchange, one yuan = 1.04 roubles. For 
derivation of this rate of exchange, see World Economic Survey 
1957, table 111, footnote f. : a 
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economies, that of mainland China increased by 14 
per cent in 1958 following an absolute decline in 1957. 


The attempts to improve the balance of trade, 
through expanding exports or reducing or stabilizing 
imports, were generally successful, at least among 
those countries for which data are available (see table 
109). Among the countries which experienced a deficit 
in 1957, Czechoslovakia and Hungary achieved signif- 
icant export surpluses in 1958 and Poland reduced its 
deficit by almost one-half. In all three countries this 
change was brought about by a reduction in imports 
and a steep increase in exports. Eastern Germany, 
which had an export surplus in 1957, continued to 
expand exports and recorded a further gain in its net 
export balance. Bulgaria was the only country where 
imports increased more than exports in 1958, and its 
net export balance consequently deteriorated. 


The improvement in trade balances was, in part, the 
result of more favourable terms of trade for countries 
exporting manufactured goods to the rest of the world. 
For Poland, however, the terms of trade worsened in 
1958 mainly because of a further decline in the price 
of coal. 


Table 109. Exports and Imports, by Country 
(Millions of roubles) ® 


Country and item 1956 1957 1958 
Bulgaria 
re eee, ee 1,361 1,486 1,503 
Manors 78 oslo << 5 997 1,333 1,470 
Balanee.......... 364. 1s 3D 
‘zechoslovakia 
DENTE Ae oes en 3 3 5,593 5,472 6,101 
Runsert So. ee. = 4,781 5,092 5,472 
Balance. 920 << +- 812 — 120 629 


Eastern Germany 


RRSWRED fi age ees: Gin 5,629 7,243 7,570 
TROIS ten 5 he eo 5,335 6,462 6,730 
Balance ts Setoete 294 781 840 
Hungary 
BORE sche ais cae = 1,975 1,948 Pealiss 
Le 2 a ae 1,861 2,724 De Dills 
Balance) aetna: 2 114 —776 200 
Poland 
Meporig (Aue o.0 ise.) 3,939 3,900 4,237 
TeeROTES og whos poo 4,087 5,006 4,907 
Balan cere <9 2 — 148 —1,106 —670 
USSR 
ROME Wet okra eat aye 14,463 17,526 
Ienposta Ga. - sic 5 8 6s 14,452 15,751 
Balances rye «<'essis 11 ES 
China (mainla 
pe Beets i eee) ose 5,793 5,622 
Tenia. See tee og 5,512 5,145 
Balances eo aes 281 477 


oe ee ee re 
Source: Statistical yearbooks; reports of fulfilment of plans; 
Statisticheski Izvestia, No. 1, 1959; Statisztikai Havi Kézlemenyek, 


No. 1, 1959. 
a See footnotes b and c to table 108. 
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The changes in the commodity composition of trade 
of three eastern European countries for which data 
for 1958 are available are shown in table 110. 


The pattern of geographical distribution of trade of 
the centrally planned economies did not change signif- 
icantly in 1958. The total trade of countries listed in 
table 111 increased in 1958 at approximately the same 
rate as their trade with the rest of the world; thus, 
the share of the latter—amounting to about 30 per 
cent of total trade—remained practically the same as 
in 1957. Among the individual countries, the most sig- 
nificant changes in the geographical distribution of 
trade occurred in Poland. Whereas its total trade rose 
by about 3 per cent in 1958, its trade with the other 
centrally planned economies declined by 4 per cent; 
this mainly reflected a fall of 10 per cent in trade with 
the Soviet Union and an increase of 12 per cent in 
trade with the rest of the world.*4 The effect of this 
shift on the share of the rest of the world in total trade 
of the centrally planned economies was offset by an 
absolute decline in trade of Czechoslovakia and a rela- 
tive fall in trade of Eastern Germany with the rest of 
the world. 


In mainland China, considerable changes in the 
distribution of trade occurred in 1958. Trade with the 
Soviet Union increased in 1958 by 18 per cent and 
trade with Czechoslovakia, Eastern Germany, Hungary 
and Poland by 26 per cent.*° At the same time, however, 
trade of mainland China with some western European 
countries more than doubled.** The lack of information 
on changes in trade with other countries, whether 
centrally planned or private enterprise economies, 
makes it difficult to assess whether the share of the 
rest of the world in total trade of mainland China 
increased. In any event the share of the four western 
European countries for which, as shown in table 111, 
data on trade are available increased from 7 per cent of 
total trade of mainland China in 1957 to 14 per cent 
im 1956.7" 


The preceding review of changes in the foreign trade 
of the centrally planned economies may be supple- 
mented by the more detailed information on east-west 
trade to be derived from statistics of the private enter- 
prise economies. Despite the differences in coverage 
and definition, the data reproduced in table 112 show 
i general the same tendencies as are apparent in table 


44 Trade of Poland with other eastern European countries 
remained practically the same as in 1957; trade with mainland 
China 7 other Asian centrally planned economies increased 
by about 24 per cent. 

4° Trade with Hungary rose by 40 per cent, with Poland by 
32 per cent and with Eastern Germany by 25 ies cent. , 

4° France, Italy, United Kingdom and Federal Republic of 
Germany. : 

47 The trade of centrally planned and private enterprise coun- 
tries unaccounted for in table 111 seems to have fallen from 27 
per cent of total trade of mainland China in 1957 to 17 per cent 
in 1958. Trade with the Soviet Union and the four eastern 
European countries represented 66 per cent of total trade of 
ao China in 1957 and 69 per cent in 1958. 
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Table 110. Commodity Composition of Foreign Trade of Centrally Planned Economies, 
‘ Selected Countries 


(Percentage of total) 


Country and ilem 


'zechoslovakia 


Exports 


Machinery and equipment.............--- 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials. ....... 
Manufactured consumer goods...........- 


Imports 


Machinery and equipment............---- 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials........ 
Manufactured consumer goods............ 


Hungary 
Exports 


Machinery and equipment................ 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials........ 
Manufactured consumer goods............ 


Imports 


Machinery and equipment................ 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials........ 
Manufactured consumer goods............ 


Poland 
Exports 


Machinery and equipment 94. g2 6 aoe ess 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials........ 
Manufactured consumer goods. ........... 


Imports 


Machinery and equipment................ 
Fuels and industrial raw materials.......... 
Food and agricultural raw materials. ....... 
Manufactured consumer goods............ 


1956 1957 1958 
Perec MAORI f 40.3 40.8 43.4 
cre aay lot! 36.9 34.8 31.1 
pte RS Soe 7.4 7.0 7.1 
RED ci ect care 15.4 17.4 18.4 
MRE te -roeoe atc 17.2 18.7 18.6 
ar Ret 59.0 54.0 54.7 
ei ep RSAS ee tape eT oReaN 24.6 23.3 23.2 
deer ene aga ee 3.2 Ba 3.4 
Bact obec: Sexe 30.2 38.0 35.8 
a a. 23.4 Daa 23.9 
saclay Dale itil 31.0 26.4 23.9 
eo cons 15.4 13.5 17.3 
ry oie &- 12.5 11.8 16.7 
sis Ramet aie Pre 70.8 rp er 70.8 
eee ee 12.7 10.3 8.3 
He eters ee 4.0 6.2 4.2 
EE oc eee 15.6 20.0 26.9 
RA ers. Fr ei 63.8 61.0 50.8 
Ste eer epee ey 12.6 17.3 
seco mio ieieore cers 8.9 6.4 5.0 
ER cic ca hee i 33.2 23.8 26.4 
Sian tenae eee ae 48.6 ss 53.9 
rete sie eee 12.4 17.4 11.4 
sr cbs ¥ aoe apes 5.8 3.7 8.3 


Source: National statistical yearbooks; replies of Governments to the United Nations questionnaire of 
November 1958 on economic trends, problems and policies. 


111. Thus the slowing down in the rate of expansion 
of trade of the centrally planned economies with the 
rest of the world during the first ten months of 1958 
compared with the same period of 1957 was mainly oc- 
casioned by the changes in trade of the Soviet Union. 
Whereas Soviet trade with the rest of the world had 
increased steeply in 1957, in 1958 it fell below the 
level reached during the first ten months of 1957.48 The 
trade of other eastern European countries with the rest 
of the world increased by 5 per cent, which was a 
somewhat lower rate than in 1957, but the trade of 
mainland China accelerated from an increase of 5 per 
cent in 1957 to over 30 per cent in 1958. 

‘8 According to Soviet data covering the whole year, its trade 


with the rest of the world increased by 2 per cent in 1958 and by 
17 per cent in 1957. 


During the period under review, imports of the 
centrally planned economies in their trade with the 
rest of the world increased more than exports, result- 
ing in a substantially smaller export surplus than during 
the first ten months of 1957.48 


The general slackening in the expansion of trade of 
the centrally planned economies with the rest of the 
world was accompanied by divergent tendencies in 
their trade with various areas. Trade with the United 
States and Canada increased substantially, mainly be- 
cause of an advance of 60 per cent in imports. Although 
the greatest percentage increases in imports from this 


“0 As indicated in United Nations, World Economic Surv ‘ 
1957, page 224, imports slightly exceeded exports during the 
twelve months of 1957. 
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Table 111. Geographical Distribution of Trade of Centrally Planned Economies 


(Exports plus imports in millions of roubles) 


Centrally planned economies 


Country and year 


Other eastern 


Rest 


USSR Baran ee ae fo 
Czechoslovakia 
OS eee eS 3,764 2,858 720 
over , . 3,724 11,066 
Rea eS WOK eis <i 6 3,808 3,318 840 3,607 11,573 
Eastern Germany 
LOS Rete ee ee Noe ce 10,070 ————_——. 3,630 13,700 
DDD wae eee ce ck. 10,600 ————_——- 3,700 14,300 
Hunga 
OE Gees IE Cr ah One havin 1,368 1,524 3588 1,421 4,671 
SAT) emai 1,402 1,723 5338 1,568 5,226 
Poland 
LOS Grete ee ee Pe ok Lok 21 2,184 382 3,619» 8,906 
Posse 2 eo 2'307 2.912 472 4,064 9,145 
USSR 
The S48 ita oe eo ee 24,500 ———— 8,800 33,300 
1 So ook Rr ela a ee 25,000 ———— 9,000 34,000 
Total, above countries 
BBS So abies <td es ipa a de 50,449 21,194, 71,643 
NOG re nee ee eas 92,305 21,939 74,244, 
China (mainland) 
LS Fa Sea Rp Se el 5,129 1,948¢ 7834 10,767 
Tete te ee ee oe ee 6,052 2,465¢ 1,6964 12,274 
Source: National statistical yearbooks;  Stat- other areas; turnover with mainland China amount- 


istisztikai Havi Kézlemenyek, No. 3, 1959; Biuletyn 
Statystyczny, No. 2, 1959; Byulleten Inostrannoy 
Kommercheskoy Informatsii, 5 March 1959; reports 
on fulfilment of annual plans; replies of Govern- 
ments to the United Nations questionnaire of 
November 1958 on economic trends, problems and 
policies. 


® Possibly includes a small amount of trade with 


area were registered by mainland China and by the 
Soviet Union, whose imports rose fivefold and twofold, 
respectively, in absolute terms the most significant 
expansion occurred in imports of eastern Europe.°° 
As a result of these developments, net imports of east- 
ern Europe, and therefore of all centrally planned econ- 
omies, from the United States and Canada, increased 


substantially in 1958. 


More significant in absolute terms was the further 
increase in trade of the centrally planned economies 
with the Middle East. Unlike developments in 1957, the 
expansion in trade turnover in 1958 was entirely due 
to larger exports, imports of the centrally planned 
economies from the Middle East having declined 
slightly during the first ten months of the year. As a 
consequence, the net import balances of 1956 and 
1957 were replaced by an export surplus in 1958. The 
advance in exports of the centrally planned economies 
to the Middle East was mainly because of an expansion 

50 Imports of eastern Europe from the United States increased 


by 79 per cent during the first ten months of 1958 compared 
with the same period in 1957. 


ed to only 243 million roubles in 1957 and to 364 
million roubles in 1958. 

> Including internal exports and net supply to 
seagoing ships, which amounted in 1957 to 71.7 
million roubles and in 1958 to 61.4 million roubles. 

° Czechoslovakia, Eastern Germany, Hungary 
and Poland only. 

4 Federal Republic of Germany, France, Italy 
and United Kingdom only. 


in trade of eastern Europe and, to a much smaller 
extent, of the Soviet Union. 


The two other areas which substantially increased 
their trade with the centrally planned economies in 
1958 were Yugoslavia and Asia and the Far East. In 
1958, as during the two preceding years, the trade of 
the centrally planned economies with Yugoslavia con- 
tinued to expand rapidly; this was mainly accounted 
for by an expansion of more than 40 per cent in their 
exports, which substantially improved the net export 
balance of the centrally planned economies. This expan- 
sion was entirely due to exports of eastern Europe, 
which more than doubled; exports of the Soviet Union 
and mainland China to Yugoslavia declined. An op- 
posite tendency appeared in trade with Asia and the 
Far East, since imports of the centrally planned econ- 
omies from that area increased more than exports and 
net exports slightly declined. The expansion of trade 
with Asia and the Far East mainly reflected the advance 
in trade of mainland China; trade of the Soviet Union 
with that area increased much less and the trade of 
other eastern European countries declined in 1958. 
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areas discussed above, although in absolute terms the 
increase was greater. Imports of the centrally planned 
economies rose much more than exports during the 
first ten months of 1958 compared with the same ten 


Trade with western Europe, which accounted for 
about 57 per cent of total trade of the centrally planned 
economies with the rest of the world in 1957, in- 
creased at a much slower rate than trade with the 


Table 112. Trade of Centrally Planned Economies with Rest of World® 
(Millions of dollars) 
oe ee ee a ee eee 


Other eastern 


i : oe USSR European countries» China (mainland) Total 
ues aa Exports Imports aborts Meumiivaporian Exports Imports Exports Imports 
Canada and United States 
OS OR ee Dine 28.1 42.3 43.7 5.6 25 69.4 74.3 
195 ee OMe en ane ge 18.2 fe5 44.1 70.5 0 IS 67.3 79.5 
NO SG vices: eee 17.6 19.9 46.9 100.8 4.0 lee. 68.5 127.9 
Latin America 
TOS Oeees see Meese SSS) 250 75.4 49.0 5) ed, 102.4 76.9 
OS eee trees ens 4.4 56.2 Bane 46.1 (Os) 0.4 58.1 102.7 
LOSS Serer ane isl! oD 20) 41.1 0.2 14.6 42.5 88.2 
Middle East 
O56 eee 30.8 Sy) 72.4 97.1 20.8 26.5 124.0 138.9 
LOST enenen aerator 75.6 76.0 88.3 92.4 18.1 42.5 182.0 210.9 
OSCE eer pres 90.4 76.5 135.9 96.9 19.8 34.5 246.1 207.9 
Western Europe ¢ 
OS Ore eran > 369.6 349.6 817.3 624.8 Rays 140.1 a2 7 i 
1O57e eee. 515.5 365.0 797.1 785.1 115.9 197.1 1'428'5 3479 
TOSS erent anttecac 478.9 376.5 858.8 813.6 143.3 341.2 1,481.0 losis 
Finland 
LOSOSE ee rrr 88.5 120.7 89.4 48.1 lip | 6.3 f he 
1057S Aa eee! 128.4 135.5 100.3 58.7 5.1 5.8 233 3 300.0 
NRE Oiacae na fan, are 97.3 116.8 44.5 45.2 See bees 145.0 169.3 
Yugoslavia 
OS Oeere tate eee Syl. 30.0 28.5 25.2 3.0 fi 5 
1057), eee 538 | 88.6 231 39.6 73 33 14] 318 
JOD OES eye ae pean ae 49.2 Dalen, 111.4 64.5 1.4 4.5 162.0 96.2 
Asia and the Far East 
1O5 Oca eee SON 40.1 56.1 Sy ell 334.2 423.5 
1987 Ay Oe ee 60 5 59.8 55.9 54.6 3163 143-2 4339 3576 
Ce meanest 7 94.1 37.6 48.1 373.5 167.7 468.1 309.9 
Australia and New Zealand 
TODO ee ee ee: le ae 6.3 25 7 ‘ 
1 re 0.5 7.0 5.8 4.9 Be 172 20 1 
8 en ew ell il 21 5.8 35.5 7.6 18.3 14.5 55.9 
Africa 
LOS OSes es 0.4 8.0 2 : 
LOST eaeee made: 2.0 35.6 98.8 106 wn aa Se Hy 
1c peel Set 16 6.0 25,6 95 59 it. 49.1 
: 20. ue 22.4 sal 49.6 18.6 
Total 
OSG iareh ween 622.0 623.2 7 524.5 as ‘ 
ie gate Bee A 0 1,216.1 a 9.4 024.5 331 be 2,362.6 1,933.9 
781.2 220.0 1,204.5 481.1 413.9 F 
OS Ware ee cian: 1 806.2 751.6 1,295.7 1,255.2 575. 508 « oe ees 
295. oO 975.4 598.4 2,677.3 2,605.2 
Source: United Nations, Direction 1 ‘o . : a Py . : 
joint publication of the Stevietiod| Offs Shake Uetied real, ira a iar bee cn the centrally planned econ- 
the International Monetary Fund and the International Bank te it hen init ig Rept a partners. Data relate to first 
or Reeonaaiicion and Development; sctitcdies On this ee en months of each year. 
of Economic airs; Statistisches Bundes: Wirts 5 oa MAKE 
Statistit, No. 12, 1957, a iat ane acd Nor arises anata . ear y trade between Eastern Germany and the Federal 
Statistical Department of Egypt, Weekly Cotton Bulletin Sep- See ang ee 
tember and October 1958 (Cairo); Revista del Banco Nacional ° Metropolit C ies i isati 
pohtan countries in the Organisation for European 


de Cuba, No. 11, 1958 (Havana). Economic Co-operation, 


months of 1957 and the net export balance of 1957 was 
replaced by a net import balance in 1958.5! The most 
significant feature of trade of the centrally planned 
economies with western Europe in 1958 was the very 
‘marked expansion of trade of mainland China. Where- 
sas the trade of the Soviet Union with western Kurope 
‘during the first ten months of 1958 slightly declined 
and that of other eastern European countries rose 
by about 6 per cent, trade of mainland China increased 
by more than 50 per cent. This increase, which raised 
the share of mainland China in trade of the centrally 
planned economies with western Europe from 11 per 
cent in 1957 to 16 per cent in 1958, was chiefly due to 
an increase of 73 per cent in imports from western 
Europe; exports of mainland China expanded by 24 
per cent. 


Among the areas showing a decline in trade with the 
centrally planned economies, the most important was 
Finland. Imports of the centrally planned economies 
from Finland declined during the first ten months of 
1958 compared with the same period in 1957 by 15 per 
cent, and exports of Finland fell by 38 per cent; thus 
the net export balance in 1957 was changed to a net 
import balance in 1958. Total trade of the centrally 
planned economies with Latin America also declined 
by 20 per cent during the first ten months of 1958 
compared with the same period in 1957,°? the net 
import balance remaining practically unchanged at 
about $45 million. Trade of the centrally planned 
economies with Oceania and Africa, which had in- 
creased substantially in 1957, fell in 1958 by 15 and 
30 per cent respectively. In both areas the decline 
was entirely due to a fall in imports, since exports of 
the centrally planned economies increased. 


Changes in the commodity composition of trade of 
the centrally planned economies with the rest of the 
world during the first half of 1958 compared with the 
same period in 1957 were characterized by an increase 
in exports of foodstuffs, machinery, transport equip- 
ment and other manufactured goods and a substantial 
fall in exports of raw materials, mineral fuels and 
lubricants (see table 113). The rise in exports of 
foodstuffs was entirely accounted for by the trade of 
eastern Europe, exports from the Soviet Union and 
from mainland China having declined. The fall in ex- 
ports of fuels and lubricants occurred in the trade of 
all centrally planned economies and seems to reflect 
the variation in western European demand for eastern 
European fuels caused by the Suez crisis and its after- 
math. On the import side the changes between 1957 
and 1958 were, in many respects, opposite to the de- 
velopments in exports. Imports of food declined and 
imports of raw materials increased substantially. The 
fall in food imports from the rest of the world oceurred 


5. During the twelve months of 1957, however, the centrally 
planned economies had a small import surplus in their trade 


with western Europe. ae 
82 Mainly on account of a 59 per cent decline in imports from 


Cuba and a 54 per cent decline in exports to Brazil. 
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only in eastern European countries and resulted in a 
change from a net import balance in 1957 to a substan- 
tial net export balance in 1958.3 Imports of raw ma- 
terials increased in the trade of both eastern Europe 
and mainland China. As a consequence of these 
changes, the centrally planned economies increased 
their net exports of food and substantially reduced their 
net exports of fuels and lubricants. Among other com- 
modity groups the most significant change occurred in 
the trade balance of raw materials which moved from a 
net export balance of about $20 million in 1957 to a 
net import balance of $54 million in 1958. The changes 
in net imports of oils and fats, chemicals, machinery 
and other manufactures were of little significance. 


ECONOMIC SITUATION IN YUGOSLAVIA 


The economic situation in 1958 was strongly in- 
fluenced by the sharp fall in agricultural production 
caused by unfavourable weather conditions. Agri- 
cultural output, which, after a decline of 12 per cent 
in 1956, had increased by 35 per cent in 1957, fell 
again in 1958 by about 15 per cent (see table 114). As 
a consequence, national product remained practically 
at the level reached in 1957 despite the fact that in- 
dustrial production increased by 11 per cent. Personal 
consumption, which had increased during the preceding 
year by 14 per cent, expanded by only 5 per cent in 
1958. Although State fixed investment increased in 
current prices by 17 per cent, a substantial part of this 
increase was covered by imports of capital equipment; 
and this, together with the decline in investment in 
inventories caused by the poor harvest, led to a reduc- 
tion in the share of total investment in national 
product. It is of interest to note that the decline in 
agricultural production and its effect on national prod- 
uct were not unexpected since the plan for 1958 had 
foreseen a 14 per cent fall in agricultural output.*4 
The actual decline in agriculture was, however, slightly 
greater than anticipated, while the increases in other 
sectors were smaller; national product, which was 
planned to increase by about 4 per cent in 1958, there- 
fore rose by less than one-half of one per cent. The 
fall in agricultural production took place entirely in 
crop output, this being only partly offset by a substan- 
tial increase in meat production.*° 


In contrast to the changes in agricultural production, 
which are subject to sharp fluctuations, industrial 
production continued to expand at a high rate for the 
fourth consecutive year, although the percentage in- 


58 The comparison relates to January-June of each year, and 
no conclusions relating to the whole year can be drawn from 
these data. During the twelve months of 1957 the centrally 

lanned economies were net exporters of food. 

54 See United Nations, World Economic Survey, 1957, page 
226, table 116. 

5° Output of rye fell by 20 per cent in 1958, that of maize by 
30 per cent, sugar-beets by 27 per cent, tobacco by 40 per cent 
and potatoes by 20 per cent. Output of milk remained practically 
unchanged but meat production increased by 20 per cent. It is 
likely that this latter increase was at least partly caused by a 
higher rate of slaughtering caused by the fall in supply of fodder. 
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Table 113. Composition of Trade of Centrally Planned Economies with Rest of World® 
(Millions of dollars) 


a eee 


Other eastern 


China (mainland) Total 


USSR European countries 
Mer and need Exports Imports Exports Imports Exports Imports Exports Imports 
oe ate oe 45.8 40.5 126.1 156.0 28.5 By 200.4 199.7 
TOS TE AOER 3 wicosn gk 67.8 46.8 99.7 LOR 34.4 0.9 201.9 158.4 
(G50 er eeee ae 47.9 50.1 150.6 93.9 32.0 6.5 230.5 150.5 
eee ae Te ee 0.9 8.8 Iw 9.0 1s 0.1 10.1 17.9 
O57 5 eee 0.8 5.2 ie IL7 5.0 as 7.5 16.9 
TOSS eet Mee saree 0.2 4.0 2.0 12.0 5.5 — Tet 16.0 
ae i elias ee ot hoe 88.9 32.9 46.2 100.2 41.4 17.4 176.5 150.5 
Oe ere eee rane 95.8 34.3 552 123.4 41.0 14.6 192.0 ES 
OR Oar e Sere Sele 3 See es. 78.6 Billet 50.9 Ris 29.8 47.2 159.3 GABLE: 
es : gaunt ern Die —— 104.4. 3.8 _- — 161.9 3.8 
N95 (eee erent einer ee 124.6 — 123.5 30 _- Ox 248.1 3.4 
LOSS Rr see aie ons 94.3 _- 75.6 liege — 169.9 Tet 
Chemical 
1956. ; DIE Rr eae, 9.2 5.0 31A 34.6 5.4 33.1 46.0 CFE: 
Oise eh ene ee 9.5 8.9 Sead 48.2 6.5 27.0 49 7 84.1 
LOS Ser ce eaeicertess 6 sh 12.6 1320 39.9 42.8 5 34.8 58.0 90.6 
Machinery and transport 
equipment ; . 
1 O56 eee eee a teres nie 6.6 89.0 43.9 34.1 0.4 4.1 50.9 12772, 
LO Steen ees at eee A ae 14.0 84.8 60.8 58.0 0.2 24.4 75.0 167.2 
15 Siabetet oe ep OR AS cf 18.0 73.9 66.9 76.3 0.3 10.1 85.2 160.3 
Other manufactured goods ; ; 
LOS OMe RE eek 47.3 68.7 112.6 7.0 ds be 9.5 Wee! 1752 
LOST ARE CC ste ets 63.3 105.5 104.9 Py ey ives: 24.5 185.5 251-2 
LOS Seen tay Set. 4 13.4 105.4 110.2 162.8 24.3 24.4. 207.9 292.6 
Total 
LOSO Aree Eos te DO 244.9 466.3 434.7 96.4 7A 818.9 747.0 
WOE a tere reeet ane ccd. 375.8 WS '5 479.5 482.5 104.4 91.5 959.7 859.5 
LODO Re ers eee la ee 325.0 PHAGE 496.1 524.7 97.4 123.0 918.5 925.2 
ee ee eee 


Source: United Nations, Commodity Trade Statistics, Statisti- 
cal Papers, Series D, January-June 1956, 1957 and 1958. 
® Exports from and imports into the centrally planned econ- 


crease achieved in 1958 was considerably smaller than 
in 1957. The advance of 11 per cent in industrial 
production in 1958 was largely realized through a 
further increase in employment, which rose by about 
8 per cent; output per man advanced by only 3 per 
cent, much less than in 1957. 


The demand-supply situation seems to have deteri- 
orated in 1958 mainly because of deficiencies in the 
food supply. The contraction in agricultural output 
was only partly alleviated by the decumulation of 
stocks; prices of food consequently increased by about 
9 per cent whereas prices of industrial goods remained 
unchanged. The rise in food prices, as reflected in the 
cost of living index, accelerated considerably towards 
the end of the year when they reached a level about 
20 per cent above that of the last quarter of 1957. 
Prices of services also increased substantially during 


omies, as recorded by their trading partners, during January- 
June of each year. Trade between Eastern Germany and the 
Federal Republic of Germany not included. 


the same period. For the year as a whole, the cost of 
living for a worker’s family rose by 6 per cent over 
1957. The volume of retail trade, which had risen by 
23 per cent in 1957, increased by only 5 per cent in 
1958. The wage bill advanced more rapidly and, de- 
spite a decline in peasants’ incomes, total income of 
the population increased at a higher rate than the 
volume of retail sales. Real hourly wages of workers, 
which had increased by about 9 per cent in 1957, 
declined slightly in 1958.5° 


The value of foreign trade increased by 8 per cent in 
1958; this was much less than in 1957 when it had 
risen by 32 per cent. During 1958, however, exports 


°° The difference between the changes in real earnings of 
wage earners in 1957 and 1958 appears to have been much 
greater if monthly earnings, inclusive of bonuses and other pay- 
ments, are taken into account. Such earnings rose in 1957 by 
17 per cent, and in 1958 they declined by about 3 per cent. 
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Table 114. Yugoslavia: Selected Economic Indices 
(Preceding year = 100) 


1959 

Item 1956 1957 1958 (planned) 
ne a ee 
National income*........ 98 123 100 112 
Agricultural production... 88 135 85 121 
Industrial production... . . 110 117 111 LTT 
Producer goods......... 106 116 113 113 
Semi-manufactured goods. 112 114 111 vl 
Consumer goods......... lll 121 110 114 
Electric power.......... 116 123 118 110 
ToS oS ei, Sn 112 104 104 


Employment in industry... 104 108 (108) 104 
ane permaninindustry 106 108 103 106 


Real wages (hourly)...... 104 109 99 105 
ber of hve oy es es ss 105 102 106 ah 
Consumption, personal... 100 114 105 106 
Volume of retail sales.... 105 123 105 


F¥ Source: Reply of the Government of the Federal Republic of 
Yugoslavia to the United Nations questionnaire of November 
1958 on economic trends, problems and policies; Indeks, No. 2, 


1959 (Belgrade) ; Statisticki Godisnjak, 1957 (Belgrade) . 
8 In constant prices. 


increased much more than imports and the deficit on 


current account consequently declined (see table 115). 


As in the preceding year, this deficit was covered by 
foreign loans and reparation payments. The geograph- 


Table 115. Yugoslavia: Balance of Payments, 
1957—1959* 
(Billions of dinars) 


1959 
Item 1957 1958 (planned) 


Exports of goods and services 159.2 178.0 198.0 
Imports of goods and services 218.2 225.0 235.0 


FROM ts as 2 a= —59.0 —47.0 —37.0 
Loans and credits, net...... alee: 35.0 21.0 
Reparations and compensa- 

tion “4 claims... <1. +. - 15.5 10.0 10.0 
State and private grants.... 11.3 13.0 12.0 
Changesin foreign exchange 

TESCY VES - = eee ets oe Ne a= 2 127 —7.0 —6.0 
deerme Webin. 2700. oe. 530 =—75 —3.0 sa: 
Other transactions......... —48 —1.0 


ToraL 59.0 47.0 BYR) 


Source: Reply of the Government of the Federal Republic of 
Yugoslavia to the United Nations questionnaire of November 


1958 on economic trends, problems and policies. 


® Including non-commercial exports and imports, as well as 
items not registered in foreign trade statistics. Data for 1958 


are preliminary. 


Long-term plans of 


In the course of 1958 and the early months of 1959 
several centrally planned economies announced goals 
for new long-term plans of economic development. The 
new targets usually appeared in the form of directives 
adopted by the communist parties or were indicated 


o 


ical distribution of Yugoslav trade did not change 
appreciably during the year. In both 1957 and 1958, 
western Europe accounted for about 50 per cent of 
Yugoslav exports and 40 per cent of imports. Eastern 
Europe, including the Soviet Union, accounted for 
about 27 per cent of exports in 1957 and 1958, but 
the share of this region in Yugoslav imports increased 


from 22 per cent in 1957 to 28 per cent in 1958. 


The plan for 1959 provides for a considerable in- 
crease in national product, mainly owing to the ex- 
pected rise of 21 per cent in agricultural production; 
industrial output is planned to expand at the same 
rate as in 1958. National product is planned to increase 
by about 12 per cent in 1959, and personal consump- 
tion by 6 per cent, thus indicating that the share of 
consumption in national product is planned to decline. 
Gross fixed investment is planned to increase by 4 per 
cent, which is much less than the increase in national 
product, but this decline in the share of fixed invest- 
ment is to be offset by an increase in stock formation 
and a reduction in net imports. 


The rates of increase scheduled in the plan for 
1959 are generally higher than the average rates which 
were envisaged in the five-year plan of economic de- 
velopment for 1957 to 1961. The data reproduced in 
table 116 indicate that the average rates of increase 
achieved in the first two years of the plan were also 
generally greater than those specified in the five-year 
plan; real wages, however, rose at a lower rate than 
the average rate planned for the whole period of the 
five-year plan. 


Table 116. Yugoslavia: Actual and Planned Indices 
of Output, Consumption and Real Wages, 


1957-19614 
(1956 = 100) 
Actual Planned 
Ilem 1957 1958 1959 1961 
National product...... IPG Rah Weis) iGyei 
Tanaconet Esaduerion” © IT7O9 129.9 144.2 168.0 


Agricultural production. 135.0 114.8 138.9 142.7 
Personal consumption.. 114.4 119.7 127.1 141.9 
Real Wages? .5..540 0» 0 W170 1135 119.2 143.4 


Source: Official Gazette of the Federal Republic of Yugoslavia, 
25 December 1957 (Belgrade); Indeks, No. 2, 1959; reply of the 
Government of the Federal Republic of Yugoslavia to the United 
Nations questionnaire of November 1958 on economic trends, 
problems and policies. 

® All data in constant prices. 

> Monthly earnings inclusive of bonuses and other payments. 


economic development 


in the speeches of government officials. Although most 
of the plans are not yet officially proclaimed as State 
documents, there is little doubt that the goals set will 
eventually be adopted with only minor changes. In the 
Soviet Union the original five-year plan covering the 


years 1956-1960 was abandoned and replaced by a new 
seven-year plan for 1959-1905. Several other eastern 
European countries have already modified their plans 
to ensure that they should cover the same period as the 
Soviet plan. In Poland and Czechoslovakia the remain- 
ing years of the 1956-1960 plans were integrated into 
the larger plans for 1959-1965. The targets of the Bul- 
garian five-year plan for 1958-1962, published in June 
1958, were revised sharply upwards at the beginning 
of 1959 and the duration of the plan was extended 
until 1965. In contrast to this, Hungary abandoned 
its 1956-1960 plan after the October uprising and 
announced in 1958 an entirely new plan covering only 
the next three years, conceived as an intermediate peri- 
od of readjustment to overcome the effects of the up- 
rising of 1956, Romania and Eastern Germany have not 
yet announced their new plans, but Eastern Germany 
has set a few targets for specific items in 1965. The five- 
year plan of mainland China for 1958-1962 was not 
officially revised, but the expansion of the country’s 
economy in 1958 was such that several of the targets 
set for 1962 had been reached or exceeded and, there- 
tore, the five-year plan became obsolete. 


Apart from the five-year or seven-year plans of 
economic development, several centrally planned econ- 
omies are preparing plans covering a period of fifteen 
years. So far, only the Soviet Union and Poland have 
published some of the targets of their fifteen-year plans. 


INDUSTRIAL PRODUCTION 


In all the centrally planned economies, with the 
exception of Bulgaria, industrial production is planned 
to increase less rapidly than it did during the preceding 
periods. The considerable acceleration of industrial 
expansion in Bulgaria was adopted at the beginning of 
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1959 under the stimulus of the experience of mainland 
China. In the latter country, industrial production 
increased by 66 per cent in 1958—or two-thirds of the 
planned increase for the whole plan period from 1958 


to 1962 (see table 117). 


Output of producer goods is again planned to in- 
crease more rapidly than that of consumer goods. The 
comparative rates of growth in the two sectors appear 
to remain approximately the same as during the pre- 
ceding period in all the countries for which data are 


available. 


The anticipated slowing down of industrial expan- 
sion in most of the centrally planned economies arises 
from several factors which differ in importance from 
country to country. In the Soviet Union, Eastern Ger- 
many and Czechoslovakia, the most significant factor 
seems to be the increasing difficulty of maintaining the 
previous rate of expansion in the industrial labour 
supply. In the latter two countries, as well as in Poland, 
another factor of importance has been the balance of 
payments problems which have arisen from the need 
to import increasing amounts of raw materials. The 
greater emphasis placed on the development of the 
extractive industries in investment plans, particularly 
in those of the Soviet Union, may also have tended to 
slow down the planned growth of industrial output, 
since the period required for completion of investment 
projects in mining is considerably longer than in man- 
ufacturing, and the capital output ratio is presumably 
higher. 


Certain characteristics with respect to changes in 
the broad composition of output appear common to all 
plans announced in 1958-1959. In the first place, all 
the countries intend to achieve a very marked accelera- 


Table 117. Industrial Production during the Current Long-Term Plans and during the Preceding Periods 


ESE 


Current plans® 


All industry Producer 


Consumer 


Preceding periods 


All indusiry Producer Consumer 


Country ——$—$—<$<<$<$<<—<—— qoods qoods . 

: Index Phshend rate of —— Index —_———-A ae of ME cary 
Baleanig cates ene acee 350 17.0 292 4 
Czechoslovakia.......... 192 8.6 a =. 7 s 12.3 9.0 
Eastern Germany?... 2... 155 9.2 10.0 7.0 190 13.7 14.2 13.0 
Hungary............--. 125 7.7 9.7° 5.4 27 8.4 at 8.8! 
Poland Seeicciea cenct os 180 8.6 8.78 8.2 298 12.5 13.1 11.6 
Romania............... 162 10.1 11.5 8.8 216 16.9 18.3 14.5 
a ea ee 180 8.6 93 73 212 11.4 12.2 9.7 


Source: Directives for long-term plans, and national statistical 
yearbooks. 

* Planned periods covered: Bulgaria, 1958-1965; Czechoslo- 
vakia, 1958-1965; Eastern Germany, 1956-1960; Hungary, 1958- 
1960; Poland, 1959-1965; Romania, 1956-1960; USSR. 1959. 
1965. 

eo oe wae - Ste : : 

> Periods covere d: Bulgaria, 1950-1957; Czechoslovakia, 1950- 
1957; Eastern Germany, 1951-1955; Hungary, 1953-1955: Poland 
1952-1958; Romania, 1951-1955; USSR, 1952-1958. “Preceding 

wis 2 5 
period” encompasses the same number of years as covered by 
the current plans. For all countries except Hungary, it refers 
to the period immediately preceding the beginning of the plans; 


for Hungary, the years 1953-1955 were chosen because the 
changes during the three years immediately preceding the begin- 
ning of the new plan were influenced by the 1956 decline and 
its aftermath. 

° Year preceding the beginning of the period covered = 100. 

* Eastern Germany announced also the target for total in- 
dustrial production for the period 1961-1965; it should increase 
in 1965 over 1960 by 50 per cent. 

° Heavy industry. 

‘ Light industry and food industry. 

© Years 1961-1965, 
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tion of mineral production by exploiting both lower 
quality deposits and, as in the Soviet Union, deposits 
located in remote regions. Secondly, more than average 
rates of expansion are planned for the chemical in- 
dustries (see tables 118 and 119). Special emphasis is 
placed on output of fertilizers, plastics and artificial 
fibres, with expansion of the latter two industries to 
_ be based mainly on chemical processing of crude petro- 
leum. A petroleum-chemical industry is to be developed 
even in countries such as Eastern Germany, where the 
industry will have to rely entirely on imported petro- 
leum. Thirdly, all the plans provide for a marked change 
in the pattern of fuel consumption, consisting of a 
shift from solid fuels to domestically produced, or 
imported, liquid fuels or natural gas. This shift is to be 
most pronounced in the Soviet Union. The increasing 
part to be played by the Soviet Union in supplying 
fuels to the other countries renders the changes out- 
lined in its plan of special importance for the whole 
area. 


As the data reproduced in table 120 indicate, in the 
Soviet Union the share of coal in total fuel production, 
which had increased between 1940 and 1950, declined 
considerably between 1950 and 1957. This trend is to 
be intensified in the next seven-year plan and in the 
subsequent seven years. By 1965, the share of coal 
is to be reduced to only 43 per cent of total fuel pro- 
duction as against nearly 61 per cent in 1957; by 1972 
it is envisaged that coal will account for less than one- 
third of the output of fuels. Petroleum and natural 
gas, which together accounted for 27 per cent of fuels 
in 1957, are planned to comprise over half the total 
by 1965 and 58 per cent by 1972. It is also noteworthy 
that atomic power is forecast to contribute 3 per cent 
to total energy output by 1972, exceeding the propor- 
tion to be supplied by hydroelectric power. 


The planned reduction in dependence on coal was 
motivated principally by the fact that the cost of coal 
has tended to increase relatively to that of other fuels, 
while discovery of new resources of petroleum and 


Table 118. 
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natural gas has made it possible to envisage their in- 
creasing substitution for coal.5? As the cost of petro- 
leum is only about one-third the cost of its thermal 
equivalent in coal, and that of natural gas is only about 
one-eighth, the shifts toward petroleum and natural 
gas represent substantial economies in fuel costs. 
Similarly, in Poland, consumption of natural gas is 
planned to be 22 per cent higher in 1965 than in 1957 
and over one-fifth of the supply is to be provided by 
imports.°§ 


Another important consideration encouraging the 
expansion of petroleum production in most of the 
centrally planned economies is the desire to establish a 
petroleum-chemical industry which, through processing 
crude petroleum and its derivatives, will provide the 
basis for new industries, such as plastics and synthetic 
textiles. 


The emphasis on the chemical industry in the new 
plans of the centrally planned economies is reflected 
not only in a planned rate of growth above the average 
for all industries, but more strikingly in the fact that 
the advance in chemical output is planned to exceed 
even that of the engineering industries, which had been 
assigned the highest priority under preceding plans 
(see table 118). Underlying this is the desire to provide 
substitutes for scarce raw materials and to increase the 
supply of fertilizers. The substitution of man-made for 
natural fibres is being pressed not only on grounds of 
cost but also because it would lessen the dependence 
of State-owned industries on domestic or imported 
agricultural supplies. Increased production of plastics 
is especially intended to provide a substitute for metals 


57 The Soviet coal mining industry, especially in the Ukraine, 
has recently encountered rising unit cost. The average unit 
cost of coal in 1957 was 8.5 per cent higher than in 1955. The 
rise in the cost of coal produced in underground mines was con- 
siderably greater than 8.5 per cent, because there had meanwhile 
been an increase in the proportion of coal produced by less costly 
opencast mining. See penne Ekonomiki, No. 5, 1958, page 63. 

58 Consumption is to rise from 590 million cubic metres in 
1957 to 1,300 million cubic metres in 1965. 


Indices of Planned Increases in Output of Chemical Industry, Engineering and Electric Power 


(Year preceding the beginning of the plan = 100) 
NN 


Chemical industry 


Engineering industry 


All Electric —— aos Pree 
J ea tea agi ee eae Total ioe setae Plastics Total Tractors Trucks Mee rad 
ee 
1 5 00 
Bulgaria (1958-1965) ........ 350 HET 700 836 5a ie 6 
/ aE I (1958-1965).. 192.5 Ns 250 4008 We, au 230 nae - ' 
Eastern Germany (1956-1960) 155 LS b 142 : ‘: ne a 
Hungary (1958-1960)....... 125 140 131 172 ue AS 13 pts 
Poland (1959-1965)......... 180 176 2544 230 176 567 238 570 288 oe 
i S60) Fee ee 162.5 186 bebe aor a. nbie ae: Fae ae : 
ae Se ; eS ae 180 219 300 300 400 700 200 Ay 160¢ 145 


Source: Plan directives and national statistical yearbooks. 
® Nitric fertilizer only. 
b Data relate to original targets. New targets announce 


for individual items for 1956 (1958 = 100) were as follows: 


chemical industry; total, 200; plastics, 280; artificial fibres, 580. 
© All motor onialea iy : 
4 Industry under the jurisdiction of the Ministry of Chemical 


Industry only. 
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Table 119. Targets for Selected Industrial Products in Long-Term Plans 


Electric 
power» 


Country and ilem Fuels® 


Steele 


i ther 
Fer- Arli- Cotton Woollen Lea 
t iliz- ficial Cemente fab- fab- foot- Sugare 
ers Sibrese rics! rics weart 


eee 


Bulgaria 
Target for 1965 (in quantities) ...... 17.0 10.0 
Average annual rate of increase: 
Planned (1958-1965)............ IP? 18.0 
Actual (1950 =1957) i raphe xoeeretiea ae 10.0 18.8 
Czechoslovakia 
Target for 1965 (in quantities) ...... 94.0 38.0 
Average annual rate of increase: 
Planned (1958-1965)............ 5.3 14.1 
Actual (1950-1957). 0.60805. 6. 7.9 11.5 
Eastern Germany 
Target for 1960 (in quantities)...... 85.0 44.0 
Average annual rate of increase: 
Planned (1956-1960) .....0600%; 5.2 8.9 
Actual (1951—1955) chavs ae arses 7.4 8.0 
Hunga 
Target for 1960 (in quantities). ..... 14.0 7.6 
Average annual rate of increase: 
Planned (1958-1900) 2... shaw 8.9 TET 
Actual (lag 1950) oe cece ese oe 11.3 8.9 
Poland 
Target for 1965 (in quantities)...... 133.0 41.5 
Average annual rate of increase: 
Planned (1956-19600) <n. on ss 3.9 8.4 
Actualt(1952-1958) = so esses 2.3 12.1 
Romania 
Target for 1960 (in quantities)... ... 41.0 8.0 
Average annual rate of increase: 
Planned (1956-19600). 2 0. J. ses 10.5 13.2 
Actual (1951-1955) yen. 25.8 2 oe 14.2 115 
USSR 
Target for 1965 (in quantities). ..... 1,092.0 510.0 
Average annual rate of increase: 
Planned (1959-1965) ")0.N 0 = sen 7.6 11.8 
Actdal (1952-1999) oo teacn eer 10.4 12.3 


0.9 
27.9 


16. 26.0 > a8 37.9 30 14.0 
30.4 16.6 ER 10.7 (ose 
tek 5.6 11.0 9.4 3.2 
O03) 92.0 120 
tg 8.6 8.4 
9.3 9.7 IL8 
0.5 5.2 395.0 59.08 22.0% 
Ta gees ALLS 14.5 6.3 4.6 
15.7 7.0 16.0 219 .—1.5 17.2 
0.4 15 228.0) 27.5 18.5 292.0 
4.9 11.4 3.3 4.8 8.9 —1.0 
Tal 3.6 3.3 3.3 9.4 11.6 
0.9 116.0 10.0 790.0 100.0 48.0 1,500.0 
12.4 8.6 10.4 3.9 3.5 5.0 5.0 
soe Eee RD 3.7 3.7 O47 3.1 
3.6 300.03 25.7* 300.0 
12.5 4.2 7.8 7.3 
a i1.7 8.9 at A 
35.0 664.0 78.0 7,850.0 500.0 515.0 9,625.0 
16.0 219 12.9 4.4 7.4 5.3 6.9 
il2° Sia’ 333 2.9 8.1 5.9 10.5 


Source: Directives for long-term plans and national statistical 
yearbooks. 


* Planned targets expressed in millions of tons of hard coal 
equivalents. Index for fuels computed on the basis of planned 
and actual output of hard coal, brown coal, crude petroleum and 
natural gas. Caloric coefficients used as follows (in millions of 
calories): hard coal, 7.0; brown coal: for Bulgaria, Hungary and 
Romania, 2.8; for Eastern Germany, 2.2; for Czechoslovakia, 
Poland and USSR, 4.9; crude petroleum, 10.0; natural gas 
(millions of cubic metres), 9.6. 


> Planned target in billions of kilowatt-hours. 
* Planned target in millions of tons. 


which have been in short supply—particularly non- 
ferrous metals, but also, to a lesser extent, steel. 


The considerable increases planned for agricultural 
output require a much larger input of fertilizers than 
was the case during the preceding period. Even in the 
Soviet Union, where the output of chemical fertilizers 
reached 12 million tons in 1958, the bulk went to land 
under such industrial crops as cotton, flax, sugar-beets 


@ Planned target in millions of tons. For Bulgaria and USSR, 
on ton-per-ton basis; for other countries, in nutrient content. 

° Planned target in thousands of tons. 

f Planned target in millions of linear metres. 

« Planned target in millions of pairs. 

» Millions of square metres. In 1958 the target was revised 
and the planned output for 1961 for cotton fabrics was set at 
301 million square metres, and for woollen fabrics at 48.7 
million square metres. 

‘In July 1958 the target for 1961 was set at 23.5 million pairs. 

} Millions of square metres. 

k All kinds of footwear. 

' Average for 1951-1958. 


and sunflowers, and only relatively small amounts were 
applied to the area under grain. 


Output of electric power is planned to increase at a 
considerably higher rate than that of industrial produc- 
tion in all countries except Poland and Eastern Ger- 
many (see table 118). In the Soviet Union the output 
of electric power is to amount to 510 billion kilowatt- 
hours in 1965. In order to reach this goal, the seven-year 
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Table 120. Union of Soviet Socialist Republics: Actual and Planned Changes in the 
Structure of Fuel Production, 1940-1972 
(As percentage of total fuel production, in terms of caloric content) 
Item 1940 1950 1957 Planted Pinata «Plow 
ne Sete Nareacatae ee eee es 65) vie 59.2 65.4 60.8 59.6 43.0 32.2 
tert ree oe 18.5 17.0 23.4 29.2 34.4 
Natural gas........... 0... 1.6 22 4.0 8.9 a 23.3 
Pi oleish ccs os 5.6 4.6 3.8 3.7 2.4 
DRIES eS Vig ing 0.3 0.5 Ne 
Oil shales. 0.7 0.6 - 0.6 
re ) TRG PO WOE aie cn os i3 2.2 2.9 2.8 Oa 2.6 
WOMOIG OMER SY Ts Oke es 7 — — — irs 3.2 
Ce Bae ee 13.5 8.1 4.4 3.2 oe 1.3 
ea le ee 
Source: Pravda (Moscow), 14 November 1958; Voprosy Ekonomiki, No. 5, 1958 (Moscow), pages 56 ff. 
a Bees for an increase in installed capacity of further shift in the location of industry towards the 
million kilowatts, as compared to 52 million kilo- east, the main reason for the shift being the availability 
ay installed between 1928 and 1958. It is significant of untapped natural resources in eastern provinces. As 
that, in contrast to the former policy of concentrating a consequence the share of this region in total output 
on expansion of huge hydroelectric stations, the new of basic materials and power is to increase substantially.*! 
seven-year plan relies mostly on the expansion of ane 
thermal stations. This change in policy was chiefly Within the sector producing consumer goods, the 
motivated by consideration.of the shorter period and plans provide in general for higher rates of increase in 
lower cost per unit of capacity involved in construction output of light industries than in food processing. Only 
of thermal stations, a factor which makes it possible in the Soviet Union is food processing planned to ex- 
to achieve a greater rate of expansion within a given pand faster than le ao tea ape ease ge oy 
period of time and with a given investment outlay. countries the tendency Se a a! Y 
The question of relative operating costs per unit of Li ade tS goods and eS increase tile | proporiioneos 
output of hydroelectric and thermal stations seems to higher-grade products in total output. Thus, produc- 


tion of woollen and artificial fibre fabrics is to increase 
at a generally higher rate than output of cotton fabrics. 
Similarly, in food processing industries, processing of 


have been considered of less importance in the pre- 
sent circumstances.°*® 


Between 1959 and 1965 the Soviet Union plans to meat and milk is planned to expand more than output 
build forty large thermal stations, with a total capacity of other foods. 
of 48.5 million kilowatts, and to complete the hydro- ; 
electric stations already under construction. The ex- Among consumer durables, the plans provide for sub- 
pansion in capacity of hydroelectric stations will stantial rates of expansion of output of household 
amount in 1959-1965 to 10.5 million kilowatts, which goods, with special emphasis on washing machines, re- 


frigerators and similar appliances, the output of which 


is 35 per cent more than was installed during the : I 
has been relatively small in the past. 


preceding six years. A substantial number of the new 
thermal stations are to use natural gas as fuel and some 
of them are to be of the “open” type, meaning that the 
turbines are to be installed in the open air in order to 
reduce the capital outlay on building. 


In all centrally planned economies the advance in 
industrial production is to be achieved to a much 
larger extent than during the preceding period by an 
increase in output per man and to a smaller extent by 


In Poland, the seven-year plan provides for a net a rise in employment (see table 121). None the less, 
increase in installed capacity of power stations b <a we 
ee é h os 7 3 oe lion fete 61 Ty 1965 the share of the Soviet eastern region in total output 
about 67 per cent, t at PR oee TENS : x is planned to amount to 50 per cent of coal, 48 per cent of steel, 
of which 10 per cent 1s to be hydroelectric power, 88 per cent of refined copper, 71 per cent o aluminium, 42 
more than half is to be generated by brown coal and per cent of cement, 46 per cent of electric power and 52 per 
; 60 cent of timber (Pravda, 28 January 1959). 
only 37 per cent by hard coal. 62 Light industries, as defined in the gente planned eco- 
P ’ nomies, do not include food processing. The annual average 
As in the past, the new Soviet plan provides for a planned rates for light industries and food processing are, re- 


spectively: Bulgaria, 15 and 12 per cent; Czechoslovakia, 5 
59 The investment outlay for each kilowatt of installed ca- and 4 per cent; Hungary, 5 and 4 per cent; Poland, 8 and 4 per 
pacity in hydroelectric stations amounts, in the Soviet Union, cent; Romania, 8 per cent each and the Soviet Union, 6 an . 
to four thousand roubles, while in thermal stations it is one- per cent. The planned average annual rate of increase for durable 
third of this amount. The time for construction of a hydroelectric sr nents in the See ies was a at over Mt ar pace 
i : 63 In Poland, output of washing machines is to treble an 
tion extends to seven, or even ten years. ind, 0 
no Gospodarka Planowa, Nos. 1/2, 11959 (Warsaw), page 33. that of refrigerators to increase almost tenfold between 1958 
The share of power generated by brown coal is planned to in- and 1965; in the Soviet Union, during the same period, output 
crease from 1.5 per cent in 1958 to 29 per cent in 1965. of household goods, inclusive of furniture, is planned to double. 
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Table 121. Average Annual Rates of Increase in Industrial Employment and Output per Man in the Long- 


Term Plans 


<< F 


Current plan® 


Employment 


Output per man 


Preceding period* 


Employment Output per man 


(B iry 
pad verage annua Average annual Average annual Average annual 
Indes tie” Indes alo Indes ae Indes fale of 

Buledriaarac oa: 300 14.7 We? 8.0 170 7.9 
China (mainland)... ... ois se fs ae 120» Rs tee ee 
Czechoslovakia.... 109 il WS) Ua? oe 2.9 aa eo 
Eastern Germany... 103 0.6 150 8.4 134 6.0 : 
Hungary eee A LOZ 0.7 iZzZ 6.8 112 4.0 114 4.5 
Polkingl. . naacnceer 1144 1.9 158 6.7 133 4.2 teal 8.0 
Romanian ene 110 1.9 148 oe 150 8.4 148 8.2 
USSR 124¢ Bl 145 Sale 140. 4.9 158 6.7 
EE eee 


Source: Directives for long-term plans and national statistical 


yearbooks. 
® For period covered, see table 117. 
> Target originally planned. 


the increases planned for output per man in the new 
plans are generally smaller than in the past. 


AGRICULTURAL PRODUCTION 


Whereas industry in general is planned to expand 
at a smaller rate than during preceding periods, the 
rates of expansion set for agriculture are generally 
higher than those achieved in the past (see table 122). 
In most cases, however, they are more modest than 
the planned, but unattained, targets of preceding plans. 
The plans for agricultural production also present a 
much less uniform pattern than those for industry. In 
the Soviet Union, Bulgaria and Czechoslovakia, the 
growth of agricultural production is to be considerably 
accelerated. In mainland China, the original plan pro- 
vided for only slightly higher rates of increase than 
during the preceding plan, but the increases which took 
place in 1958 were more than double the expansion 
planned for 1958-1962 and a further increase, although 

Table 122. Gross Agricultural Production 
in Long-Term Plans 


Preceding period® 


Carrent plans® (actual) 


¢ Index of total employment, 102. 
4 Index of total employment, 123.5. 
© Index of total employment, 122. 


at a slower rate, is anticipated for the next few years. 
Apart from mainland China, the largest advances in 
agriculture are planned by Bulgaria and the Soviet 
Union. 


In Bulgaria, the original version of the plan adopted 
in June 1958 provided for an increase in agricultural 
output of 35 per cent between 1957 and 1962. The plan 
was drastically revised in 1959, however, undoubtedly 
under the influence of the developments in mainland 
China. According to the new directives announced in 
June 1959, agricultural production is to be four times 
as high in 1965 as it was in 1957. This represents an 
increase in the average annual rate of expansion from 
some 6 per cent per annum to almost 20 per cent be- 
tween 1957 and 1965. This increase is to be achieved 
by an expansion of the sown area of about 4 per cent 
and by a very great extension of irrigation works, 
which, by 1962, are to cover about 20 per cent of the 
total cultivated area and, by 1965, some 40 per cent. 
This, together with a sharp increase in the supply of 
fertilizer and improved methods of cultivation, is ex- 
pected to raise yields substantially. Higher yields and 
a shift towards more valuable crops are to be the main 
factors accounting for the expected growth of total 


Country Tae ce eee output. The plan also provides for far-reaching institu- 

Index rate of increase Index® rale of increase tional changes considered essential for the achievement 

Pulecre eee 400 18.9 147 4.9 of the very high rates of increase set in the plan. The 
Ceechoslovalia. .. 140 43 116 19 3,450 collective farms have already been amalgamated 
Eastern Germany.. 122 4.1 132 Bue into 625 larger units. The machine and tractor stations 
ae aad a ae ae a 5's are to be eliminated in the near future and their 
Re aoe ee ds 1034 06 machinery sold to the collective farms. The multiple 
WSS ek, 170 7.9 152 ra prices paid for government purchases are to be re- 


Source: Directives for long-term plans, national statistical 
yearbooks and Voprosy Ekonomiki, No. 2, 1959. 

* For periods covered, see table 117. Indices, year precedin 
the beginning of the period = 100. 

6 Average output in 1958-1960 over 1955-1957. 

¢ Average output in 1955-1957 over 1952-1954. 

4 Index and average rate of growth computed for the years 


1952-1956; no data available for 1950. 


o 
5 


placed by unified prices. Payment to the peasants, 
which previously was based on the revenue of the col- 
lective farms and distributed among their members 
(after various deductions) on the basis of work ac- 
complished, is to be replaced by wages. The wages are 
to be paid in kind as well as in cash, however, but with 
the share of cash payments gradually increasing. The 
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reorganization is intended, among other things, to in- 
crease the average annual working period of able- 
bodied members of the farms from 150 to 250 days a 
year, and to use the additional man-days both for large 
investment projects in agriculture and for development 
of local industries under the direction of the collective 
farms. The organization of restaurants and canteens 
in the collective farms is intended to release female 
workers from domestic occupations for productive 
work in the collective economy. These reforms, similar 
in many respects to the changes which occurred in 
mainland China in 1958, are expected to bring about 
a marked rise in output per man in agriculture and at 
the same time to foster the expansion of industrial 
production—mainly the processing of agricultural raw 
materials—in the countryside. 


In the Soviet Union, the planned increase of 70 per 
cent in agricultural output during 1959-1965 also ex- 
ceeds that achieved during the preceding seven years, 
but by a much smaller margin than in Bulgaria. The 
annual average rate of 8 per cent compares favourably 
with the rate of 6 per cent recorded over the preceding 
seven years. It should be added, however, that the an- 
nual rate of increase between 1954 and 1957 amounted 
to more than 7 per cent, and in 1958 an exceptionally 
large increase of 12 per cent was achieved.® The plan- 
ned advance in agricultural production in the new 
seven-year plan is to consist mainly of very consider- 
able increases in output of animal husbandry and in- 
dustrial crops (see table 123); the expansion in output 
of grain is to be much smaller, increasing by only 24 
per cent as compared to 76 per cent during the preced- 
ing seven years. The increase in crop production is to 
be achieved mainly through higher yields, no appre- 
ciable change being planned in the sown area (see 


table 124). 


The gain in yields is to be realized not only by further 
increases in the application of fertilizers and more 
mechanization (see tables 125 and 126), but also by 
the greater specialization of regions in production of 
crops for which they are best suited. It is significant 
that, in accordance with the new methods of central 
management of agricultural production,” the regional 
specialization is to be achieved not so much by admini- 
strative orders as through the purchasing policy of 
State agencies. Thus, the purchasing agencies have al- 
ready ceased to buy grain in certain regions of the 
Ukraine and in the Baltic republics in order to induce 
these regions to concentrate on production of meat 
and milk. 


A similar policy is to be applied to collective farms 
located in the vicinity of large cities, which are to 


64 The increase in agricultural output during 1951-1953 
amounted to 1.6 per cent per annum. : ' 

65 The collective farms are no longer given planned assign- 
ments for output or for the area to be sown under different el 
They are assigned instead targets for their sales of agricultura 


products. 


shift to production of vegetables and products of ani- 
mal husbandry. At the same time, the supply of certain 
products, such as potatoes, to urban areas is to be as- 
sured by the creation of large State farms. 


The planned doubling of output of meat is to be 
achieved by very large increases in livestock numbers 
as well as by the provision of more fodder to fatten 
cattle and by improved stock-breeding. The planned 
expansion of 24 per cent in output of grain is considered 
sufficient to provide for the required amount of feed- 
stuffs. According to official estimates, one-half the out- 
put of grain is to be used for this purpose. Since human 
consumption of grain amounts at present to some 90 
million tons, leaving, in 1958, some 40 million for 
fodder, it may be inferred, on the basis of the data for 
planned output, that a sufficient increase in the supply 
of fodder presupposes that human consumption of 
grain will not exceed its present level. Taking into 
account the growth of population, this would indicate 
a slight decline in per capita consumption of cereals, 
a tendency in line with the trends in Soviet consump- 
tion apparent during recent years. 


In contrast to the Bulgarian and Soviet plans, the tar- 
gets set for agricultural output by the other countries 
are rather moderate. As in the Soviet Union, the output 
of livestock products is planned to increase at a higher 
rate than that of grain in Poland, Czechoslovakia and 
Hungary; but in Eastern Germany and Romania, the 
reverse seems to be true. Compared to the preceding 
period, however, the output of meat is planned to ex- 
pand more rapidly than in the past in all countries 
except Poland. 


The expansion in crops in these countries is to be 
achieved mainly by an increase in yields. In fact, the 
Polish, Czech and Hungarian plans for grain produc- 
tion are expressed in terms of increases in yields with- 
out any indication of an extension of the sown area 
which presumably is to remain approximately un- 
changed. 


A significant feature of the new agricultural plans 
is the considerable emphasis placed in all countries on 
the increase in output per man in agriculture. The plans 
generally provide for little, if any, addition to the agri- 
cultural labour force and, in some countries, the 
planned increases in output per man might, if fulfilled, 
release agricultural workers for other occupations. The 
Soviet seven-year plan calls for a doubling of output 
per man on collective farms and a 63 per cent increase 
on State farms. Taken together, these imply an average 
increase in output per man of some 90 per cent, and, 
since total output of agriculture is to increase by 70 
per cent, this would indicate an absolute decline in 
agricultural maapower. It is certain, however, that the 
gain in output per man is to be secured, at least in part, 
through a fuller utilization of labour—the number of 
days worked per year on collective farms is to be in- 
creased, in some cases at the expense of time spent in 
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‘Table 124. Actual and Planned Yield of Major 
Crops in Long-Term Plans 


(Quintals per hectare) 


Actual I ; 
Country and commodity yield sch ge pang 
A B oe 


Se 


Czechoslovakia 1954-1957 1961-1965 
Ay ieeat 532). 19.5 26 133 
2) 19.8 25 126 
Sugar-beets.... 262.8 312 119 
Eastern Germany 1953-1955 1960 
FSAI ois oS 23.4 26.0 pil 
Potatoes...... 159.4 200.0 125 
Sugar-beets.. .. 291.0 320.0 110 
Hungary 1953-1957 1958-1960 
[YE 14.4 15.5 108 
ae 11.5 12.7 110 
EMM Sia sive PAS 22.0 103 
Potatoes...... 97.4 167.5 172 
Poland 1955-1958 1965 
BRAIN Se ks. 14.5 17.5 121 
Potatoes...... 124 160 129 
Sugar-beets.... 196 236 120 
USSR 1955-1958 1959-1965 
se eee 9.38 12.8> 138 


Source: Directives for long-term plans and national statistical 
yearbooks. 

* Computed from data on total grain output and land under 
grain cultivation. 

> It was stated by Mr. Khrushchev (Pravda, 8 February 1959) 
that the grain yield should increase in 1959-1965 by 3.5 quintals 
per hectare. It is not clear whether this increase refers to the 
average of 1955-1958 or to the exceptionally high yield obtained 
in 1958. Compared to the 1958 yield, the planned increase in 
the long-term plan would amount to only 20 per cent. 


private agricultural activity by collective farmers. Simi- 
larly, Czechoslovakia plans to double output per man, 
while total output is to rise by 40 per cent. This suggests 
that agricultural manpower is to decline by 30 per cent 
during the seven years. According to official statements, 
however, 325,000 young people are to join the agri- 
cultural labour force during this period. This would 
indicate that one of the factors contributing to the in- 
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crease in output per man in agriculture is the rejuvena- 
tion of the labour force, 37 per cent of which consisted, 
in 1958, of people over fifty years of age. The other 
countries of the group also anticipate considerable in- 
creases in output per man; precise estimates, however, 
are not given. In Bulgaria, as already stated, the steep 
Increases in output per man are to be achieved by in- 
creasing the number of days worked. 


Table 126. Supply of Tractors to Agricultural Sector 
in Long-Term Plans 


Country and item Thousands of units 


Czechoslovakia 

Stoclksinel O56 sere riers eae 38.8 

Deliveries in 1958-1965............ 100.0 
Hungary 

Stock ns LOS eee crs mae 26.2 

Stockinslool ae eae eee 27.4 
Eastern Germany* 

Stockanel Oo eee ee eres 34.6 

Stocksingl 960 hacer gael cee Aer ar 39.5 
Poland 

Stockancl 950 ec ee eee Reece Sulleil 

Deliveries in 1961-1965............ 57.0 
Romania* 

Stockant LO57er ne cae eee ee B25 

Stocking! O60) areca eee ote 37.0 
USSR 

Stockein. 195 (ene eer 892° 

Deliveries in 1959-1965............ 1,000 


Source: Directives on long-term plans and national statistical 
yearbooks. 

® In conventional 15-horsepower units. 

> Including 15,000 single-axis tractors. 

¢ The corresponding figure in conventional 15-horsepower 
units amounts to 1.6 million. 


NATIONAL PRODUCT AND INVESTMENT 


In all countries, the main factor contributing to the 
growth of national income is to be, as in the past, the 


Table 125. Supply of Fertilizers to Agricultural Sector in Long-Term Plans 


(Plant nutrient content) 
nn 


Kilogrammes per hectare 
of arable land 
Country 
Annual average, 


1949-1953% 1957 


Total supply 


1957 1965 
(thousands of tons) 


1965 
(Index, 1957= 100) 


NN —————. 


a ee ae ae 9.5 50.4 
Czechoslovakia. ...... 36.3 lak 
Eastern Germany..... 123.9 167.7 
ERE ocd asics ai 7.0 12.0 
Poland oo cas Fo ote ns 29.2 39.1 
tao mtn, 8. Xs 6.5 11.6 


Source: Directives on long-term plans and nation- 
al statistical yearbooks. 

® Harvest years from 1 July to 30 June. 

» Annual average, 1950-1953. 


215.4 1,500 696 
395 987.5 250 
869° 9364 108 
69.3 Wie 160 
625.7 1,251.0 200 
2,208 6,200! 292 


© 1956. 

4 1960; plant nutrient, 16 per cent. 

¢ 1958; plant nutrient assumed to be 20 per cent. 
f Plant nutrient assumed to be 20 per cent. 
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Table 127. Annual Rates of Increase of National Product and Consumption in Current 
. Plans, and Actual Rates in Preceding Periods* 


Current plans 


Country 


National Con- 

product sumption» 
Bulgariageini acts a 16.2 14.7 
Czechoslovakia....... ae 4.8 
Eastern Germany..... et 6.2 
Hungary. a: oe ee 4.2 3.0 
Poland! S95. ser otee 7.0 6.3 
Romaniaee aie 8.4 10.04 
USSROM Re ct poe USB allie 


Source: Directives on long-term plans and na- 
tional statistical yearbooks. 


@ Periods covered: Bulgaria: planned, 1958-1965; 
actual, 1952-1958; haga eonones 1958- 
1965; actual, 1950-1957; Eastern Germany: plan- 
ned, 1956-1960; actual, 1951-1955; Hungary: 
planned, 1958-1960; actual, 1953-1955; Poland: 


planned, 1959-1965; actual, 1952-1958; Romania: 


planned expansion of industry. Consequently, national 
product is planned to increase at smaller rates than 
during the preceding period in all centrally planned 
economies except Bulgaria, where the rate of expansion 
is to be considerably accelerated (see table 127). The 
very low rate of growth planned in Hungary reflects 
the fact that the three-year plan was conceived as an 
intermediate period of consolidation and reorganiza- 
tion, rather than as a long-term plan of economic 
growth. 


One of the characteristics of the new long-term plans 
is a very significant narrowing of the margin between 
the rates of growth planned for industry and agricul- 
ture. This reflects the reduction of the planned rates 
of expansion of industry and the increased rates 
scheduled for agriculture; even in Bulgaria, where the 
expansion of industrial production is to be accelerated, 
a higher rate of advance is planned for agriculture. 
This narrowing of the disparity in rates of growth be- 
tween the two sectors is apparent in all countries ex- 
cept Eastern Germany, where the rate of increase 
planned for agriculture is smaller than in the past. 


The annual increases in agricultural output sched- 
uled in the new plans and those achieved during the 
preceding period, expressed as percentages of the in- 
creases in industrial production, are shown below: 


Actual, 


Current preceding 
plans pertod 
Ey lea tiaenceeameere 6 rea 5 oc 106.8 34.0 
Czechoslovakia............... 50.0 17.8 
Kastemm Germatiyn, 4. .y se 6: 42.6 41.6 
olan dewmrrate cuts Picci ico likes 44,2 30.4 
USSRig eerie cet ole 91.2 58.7 


The most significant changes in the relative contri- 
butions of industry and agriculture to the planned 


Preceding periods 


Jationa Con- 
Ratio pla ae sumplion® Ratio 
90.0 9.7 12.0 134.5 
oot 8.0 6.6 90.3 
93.1 10.1 Ideal 104.3 
98.2 a2 10.0¢ 192.3 
96.2 8.2 (hes 89.0 
lier 14.94 
98.8 10.3 11.64 


planned, 1956-1960; actual, 1951-1955; USSR: 
planned, 1959-1965; actual, 1952-1958; China 
(mainland) : planned, 1958-1962; actual, 1953-1956. 


b Personal consumption, unless otherwise in- 
dicated. 
¢ Personal and social consumption. 


4 Retail sales. 


growth of national product are to take place in the 
Soviet Union and Bulgaria. In Bulgaria, agricultural 
production which, during the past seven years, in- 
creased at one-third of the rate achieved by industrial 
production, is planned to expand faster than industry 
in the new seven-year plan. In the Soviet Union, the 
seven-year plan provides for an increase in agricul- 
tural output at a rate only slightly lower than that plan- 
ned for industry. 


Data on planned investment expenditure over the 
entire plan period and actual outlays during the pre- 
ceding period, which are reproduced in table 128, 
indicate considerable increases in aggregate outlays in 
all the centrally planned economies except Hungary. 


Changes in allocation of investment by sector in the 
new plans, as compared with the actual pattern 
achieved in the past, varied from country to country 
(see table 129). These differences reflect, in part, the 
fact that the several plans cover different periods of 
time and were variously influenced by policies prevail- 
ing at the time of their formulation. For instance, Ro- 
manian and Eastern German plans covering the period 
1956-1960 were adopted in entirely different circum- 
stances from those relating to the plans of the Soviet 
Union and Poland formulated in 1958. The targets of 
the Bulgarian plan for 1958-1962 were all revised up- 
wards and these revisions undoubtedly call for con- 
siderable changes in the volume and sectoral distribu- 
tion of fixed investment; these, however, have not yet 
been announced.®® Finally, the investment policy in 
Hungary was greatly influenced by the difficulties ex- 
perienced in 1956. 


The share of investment allocated to industry is 
planned to decline in Romania, Eastern Germany and, 


°° The data in table 129 refer to the orginal 1958-1962 plan. 


able 128. Gross Fixed Investment in the Long- 
Term Plans® 


Billions of 
national currency 
unils 
— 


1» Bulgaria (at 1956 prices)» 


Country and item 


HOSS NOS ievactial wae an. 4. c<ncu 0. 19.9 
Bo 1962) Dlaaned occ. 6 os ee nc ss 26.7 
Index (1953-1957 =100)........... 134. 


Czechoslovakia (in current prices) 


NSS 2 O5S) actual Jos wiccuscicwte oc 188.5 

LE SS NG ee 300.0 

Index (1952-1958'=100)........... 159 
Eastern Germany (at 1955 prices) 

US AUS SS CT 0 29.5 

go00-19060, planned... ............. 94.6 

Index (1951-1955 =100)........... 185 
Hungary° 

MOSS —IO55. actial. . 2 Sc avswasn odes 39.8 

eo50-1900, planted. ............... 45.1 

Index (1953-1955 =100)........... 113 
Poland (at 1958 prices) 4 

Bel ie, GCtUAL Sk ease esse 382.5 

Pree 1900, PIANNEN. § ee en 665.7 

Index (1952-1958 =100)........... 174 
Romania (at 1955 prices) 

Poot dos, ACHIAL. og ek. es ees 63.0 

$956—1960, planned. . .. 0c. 5... 5... 107.5 

Index (1951-1955 =100)........... 171 
USSR (in current prices) 

WS 2—TO58) aettalook i ok 2 ioe Saw ws 1,072.0 

1959-1965, planned... 2. ...ce6 soe. 1,955.0e 

Index (1952-1958 =100)........... 182 - 


Source: Directives on long-term plans and national statistical 
yearbooks; Kozdazdagi Szemle (Budapest), November 1958. 

® For Bulgaria, Romania and the Soviet Union: State invest- 
ment only; for Hungary: investment in State and co-operative 
sector and investment in private housing financed by State 
credits; for Czechoslovakia, Eastern Germany and Poland: total 
fixed investment. 

> Data given in the original plan for 1958-1962. Although the 
plan was subsequently revised upwards and extended to 1965, 
no new investment data were published. The 1958-1962 figure 
refers presumably to State investment only and the data for 
1953-1957 were adjusted accordingly. Total investment in agri- 
culture in 1953-1957 amounted to 4.9 billion levas. The plan 
for 1958-1962 provides for 2.7 billion levas to be invested in 
agriculture by the State and an additional 2.2 billion levas of 
investment credits granted to collective farms. It is probable 
that total investment in agriculture is to exceed the 4.9 billion 
levas, since this figure does not include the amounts to be in- 
vested by the collective farms from their own means. — 

e State fixed investment plus investment of co-operative farms 
and private investment in housing financed by State credits. 
Data for 1953-1955 from Magyar Statisztikai Zsebkényv (Buda- 

est), 1958; data for 1958-1960 are revised figures as given in 
ee Szemle, November 1958, page 1157, and are expressed 
in 1954 prices which presumably did not differ much from prices 
during 1953-1955. ; ' 

4 Data for 1952-1958 in 1958 prices obtained by converting 
the 1952-1957 figures in 1956 prices by an implied price index 
derived from 1956-1960 data expressed in 1956 and in 1958 
prices. Data for 1959-1965 derived from the revised planned 
data for 1961-1965 and from the planned investment for 1956- 
1960 after deduction of actual investment in 1956-1958. 

¢ In addition to 1,955 billion roubles invested by the State, 
the plan provides for an additional 1,000 billion roubles invested 
out of private and co-operative funds. No comparable data are 
available for the preceding seven-year period. 
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especially, in Poland, and to increase in the Soviet 
Union, Bulgaria and Hungary. Poland, Hungary, Ro- 
mania and Eastern Germany plan to increase the share 
of fixed investment allocated to agriculture. More de- 
tailed information on changes in the allocation of 
industrial investment available for the Soviet Union 
reveals significant changes in the share of different 
industries, reflecting the planned structural changes in 
industrial production (see table 130). Thus, very steep 
increases are planned in the share of investment allo- 
cated to the chemical industry, the ferrous metallurgi- 
cal industry and petroleum and natural gas extraction. 
The shift towards investment in natural gas is much 
greater than that in petroleum; while the total is plan- 
ned to increase 2.4 times, investment in natural gas 
is to increase 4.2 times as compared to 1952-1958. In 
contrast, the share of investment allocated to coal, 
electric power and even machine building is reduced. 
Investment in electric power is to result in an increase 
in installed capacity of 59 million kilowatts, of which 
only 10.5 million will be contributed by hydroelectric 
stations. In addition to the State fixed investment 
shown in tables 128 and 130, the Soviet plan antici- 
pates very large investment outlays out of private or 
co-operative funds; these are expected to amount to 
1,000 billion roubles, or more than half the amount of 
State investment. Whereas State investment in agri- 
culture is planned to reach 150 billion roubles, invest- 
ment financed by co-operative farms is expected to 
amount to 350 billion roubles. Thus, the share of agri- 
culture in total State and non-state investment is 
planned to be much higher than the share indicated 
in table 129, which relates to State investment only. 
Similarly, investment in residential building fmanced 
out of private and local funds is expected to exceed 
very substantially the 377 billion roubles to be made 
available from the centralized State funds. The addi- 
tion of non-centralized investment to State expendi- 
ture would raise the share of agriculture in total fixed 
investment during 1959-1965 to 17 per cent, while the 
share of industry would amount to only 32 per cent. 
Although no comparable data are available for 1952- 
1958, there is little doubt that the new plan provides 
for a shift in total investment towards agriculture and 
a very considerable increase in the share of outlays on 
housing.®? During 1958-1965, about 655 million square 
metres of housing space are to be built in urban areas, 
an increase of 2.3 times over the preceding seven 
years,°® and 7 million houses are expected to be con- 
structed in the countryside, financed by the collective 
farms. The amount of residential space in urban areas 
is planned to increase by 60 per cent between 1958 


and 1965. 


67 Out of non-centralized funds (private and local), 500 billion 
roubles are expected to be spent for housing and other invest- 
ment. The amount to be spent on housing only was not specified. 

According to Mr. Khrushchey, total investment in agriculture 
during 1952-1958 amounted to about 250 billion roubles, which 
is half the amount to be spent in 1959-1965. 

68 This corresponds to about 15 million apartments. 
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Table 129. Allocation of Gross Fixed Investment, by Sectors 
(Percentage of total) 
eee 
Industry* Transport 
= Agri- and | 
i U roducer Jonsumer cullure Housing communi- Health Trade 
Country and item 7h ae d Cc da ht Kien 
ae 0 4.9 isso Spl el 
Netuall 95319510) peer cee 61.1 Dont 5.4 14, ve oe ar oa 
Planned \(1958=1962)ey eres 62.4 49.6 2.8 10.2 : E : 
Eastern Germany ne ve - 
Actuals (9511955) seve eee ree 36.9 flee aie ae oe 
Planned (1956-1960)............ 46.5 a : : f 
Hungary 
Actiialn(953—195o) sees tert 45.2 19.0 8.8 3.0 
Planned (1958-1960)............ 47.5 15.9 
Poland 
Acthialn (951055) eee rier ete 46.6 13.2 LEZ VAD ee 
UNenll MOE. Worms ase on bap ooo 40.5 13.6 23.8 9.1 ao 
Planned (1961—1965)............ 38.0 12.6 26.4 9.1 ¥ 
Romania 
Aneel (WEEE SS), oo cage oma aac 6205 Bae2, Mae 10.3 3.8 11.2 ve Zug 
Planned (1956-1960)............ 58.5 525 6.0 125 5, 11.5 7.0 2.5 
USSR 
Actuale (9521958) pee ewnaene 43.0 39.3 Bind : 19.4¢ 10.0 —— 4.0 ——— 
Planned (1959-1965)............ 48.5 44.3 4.2 EE 19.3¢ 10.8 —— 4,] ——— 


Source: Directives on long-term plans and national statistical 
yearbooks. : 
® Including building industry. 


Table 130. Union of Soviet Socialist Republics: Al- 
location of Industrial Investment, 1952-1958, and 
Planned Allocation, 1959-1968 


Percentage Percentage 1959-1965 
Item distribution distribution as percentage of 
1952-1958 1959-1965 1952-1958 
Tiichus trys eye eee sacs 100 100 205 
Ferrous metallurgy*.... 8.8 10.5 245 
Chemical industry..... 4.3 10.8 515 
Oil and gas extraction . . 15.6 18.1 238 
Coalimdmsiry 2: ac a05 ey} 8.1 125 
Electric power........ 16.3 13.4 169 
Machine building...... 14.2 12.4 180 
Timber, paper and wood 
MACUSER deta ates 5.0 6.2 233 
Food, and light, industry. 8.7 8.7 206 
Building industry and 
building materials... . 13.3 AAs 180 


Source: Speech by Mr. Khrushchev, Pravda, 28 January 1959, 
and directives on the seven-year plan. 

* Including extraction of oh ores. Non-ferrous metallurgy 
not included in the total. 


In Poland, for which the data reproduced in table 
129 relate to total fixed investment, the new plan pro- 
vides for a steep decline in the share of investment 
allocated to industry, transport and trade and a rise in 
the share of investment allocated to agriculture and 
housing.®® One of the characteristics of the Polish in- 

69 Investment in the private and the oe sectors of 


agriculture represents 66 per cent of total planned investment 
in agriculture. 


> Including forestry. 


¢ Including public utilities. 


vestment plan is a considerable increase in the share 
of non-productive investment which is primarily re- 
flected in an advance in the share of residential housing 
from 10 per cent in 1951-1955 to about 27 per cent in 
1961-1965. Together with investment outlays for social 
and cultural purposes and for municipal utilities, total 
non-productive investment in the new plan will amount 
to more than 37 per cent of total investment compared 
with 19 per cent in 1951-1955. 


PLANNED CHANGES IN CONSUMPTION 


The lack of information on planned rates of increase 
in total fixed investment, changes in stocks and govern- 
ment expenditure, and, in some countries, on changes 


. In personal consumption, renders it difficult to assess 


the planned changes in the allocation of national in- 
come between end uses. A broad indication of such 
changes may, however, be derived from a comparison 
of the data on national product and consumption, 
shown in table 127. It should be noted that in some 
cases the indices represent total consumption, inclu- 
sive of government consumption, while, in other cases, 
they represent retail sales. However, while the differ- 
ence between changes in total or personal consumption 
and retail sales may in some cases be substantial, it 
seems that in most countries their movements are 
generally parallel. 


A significant feature of the new plans of economic 
development is the fact that the rate of increase in 
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consumption is planned to decline substantially in all 
countries, excepting Bulgaria. In the Soviet Union, for 
which no data on consumption are available for the 
seven years preceding the new plan, retail sales rose 
during that period at an annual rate of almost 12 per 
cent; during the new seven-year plan both consump- 
tion and retail sales are to increase at the same rate of 
7 per cent per annum. 


In all countries, consumption is planned to increase 
at a slower rate than national product, indicating a 
decline in its share in the allocation of resources. In 
Romania, where retail sales are planned to increase at 
a higher rate than national product, this seems to 
signify a prospective increase in retail sales in relation 
to total consumption rather than a prospective in- 
crease in consumption in relation to national product. 
None the less, the margin between the rates of increase 
planned for national product and consumption is every- 
where smaller than during the past. In countries where, 
during the period preceding the new plans, consump- 
tion or retail sales increased more than national prod- 
uct, the new plans provide for lower rates of increase 
in consumption in relation to national product, while 
in countries where the share of consumption previously 
declined, the shift towards investment or government 
expenditure is sharply reduced. 


In conformity with the planned increases in con- 
sumption, real wages and real income of peasants are 
to increase at a much smaller rate than during the pre- 
ceding period in the Soviet Union, Poland and Eastern 
Germany. In Hungary real wages are to increase more 
than during the preceding period but peasants’ incomes 
are planned to increase much less (see table 131). 


Table 131. Planned and Actual Indices of Real 
Wages and Peasants’ Incomes, Selected Countries 


Real wages Real peasants’ incomes 
Current Preceding Current Preceding 
Country plan period plan pertod 
——— Average annual rale 
Eastern Germany... 5.4 6.8 6.9 8.4 
Hungary... ...... 2.0 LI 1.3 3.9 
IPoland Santen ae 4.3 5.8 4.3 
ROMANS oe ete. - 5.4 ye Ae 
Spree ee ee ale cess 4.9 6.4 4.9 8.4 


Source: Directives on long-term plans and national statistical 
yearbooks. ? ; 

@ Real income per employed person including pensions and 
allocations. Money wages only are to increase at the rate of 3.4 
per cent annually (Voprosy Ekonomiki, No. 2, 1959, page 21). 


The increase in average real wages in the Soviet 
Union is to be realized by higher money wages; prices 
are generally to remain stable. This policy, which was 
introduced in 1955, represents a reversal of the policies 
prevailing between 1947 and 1955 when the increase 
in real income was brought about mainly by reductions 
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in retail prices. A major feature of wage policy in the 
new plan period is the very considerable increase plan- 
ned for minimum wages. This monthly minimum wage 
is to be increased from 250 to 350 roubles in 1958 to 
400 to 500 roubles in 1962.79 In addition, the minimum 
old age pension is to be increased by 33 per cent during 
the same period. Between 1962 and 1965 the minimum 
wages are to be raised further to 500 to 600 roubles, 
an increase of another 29 per cent, and relatively 
smaller increases are to be granted to workers in the 
middle ranges of the wage scale. The plan does not 
mention any increases planned for wages in the upper 
ranges and this may imply a possible reduction in wage 
differentials in the Soviet economy. The considerable 
increase in minimum pay may be intended to induce 
an increasing proportion of women and younger people 
to enter the labour force. The increase in real wages 
is to be accompanied by a further reduction of the 
working week. The plan provides for the extension of 
the forty-hour week to all industries in 1962, and for 
the gradual introduction of a thirty-five-hour week 
commencing in 1964 and becoming general between 
1966 and 1968. The reduction of the working week 
presupposes a much steeper increase in output per 
man-hour than the planned increases in output per 
man. 


FIFTEEN-YEAR PLANS 


In addition to the plans reviewed above, most of 
the centrally planned economies are preparing targets 
for much longer periods. The change from five-year to 
seven-year plans was motivated by the fact that the 
construction period required for large-scale enter- 
prises, especially in the extractive industries and in 
industries producing basic raw materials, frequently 
extends beyond five years. A much longer period is 
required to bring about broad structural changes in- 
volving the creation of new branches of industry or 
shifts in the location of entire industries. The fifteen- 
year plans are to provide a general framework within 
which the shorter and more detailed plans may be 
shaped to conform with the long-term objectives. 
Only the Soviet Union and Poland have so far an- 
nounced the general targets of the new perspective 
plans. 


The Soviet fifteen-year plan, which was announced 
before the new seven-year plan, covers the period 
1959-1972. The announced targets of this plan are 
reproduced in table 132 together with the goals set 
for 1965 in the seven-year plan; these indicate that a 
large proportion of the output planned for 1972 is 
intended to be achieved by 1965. The estimated aver- 
age rates of increase during 1959-1965 and 1966-1972 
indicate that if the fifteen-year plan targets are not 
revised the expansion of output of several basic com- 


70 Minimum wages were presented in the plan in the form in- 
dicated in the text; this presumably reflects regional differences. 


Part Il. CURRENT ECONOMIC DEVELOPMENTS 


88 EEE eee 


Table 132. Union of Soviet Socialist Republics and Poland: Targets and Annual Rates of Increase of Output 
of Selected Commodities in Fifteen-Year Plans 


= ee 
Poland 


USSR 
Commodity and unil Average Average ; cE gre One irene 
ee pile 1959-1965 1966-1972 pak a 1959-1965 1966-1975 
Iron ore (millions of tons)........ 155 275 8.3 8.5 a 
Coal Cate OLLONS) Ree cet re 606 700 2.9 Piepk Mes 136.8 2.4 2.0 
Steel (millions of tons)........... 88 110 7.0 Bll 9.0 13.8 7.0 4.3 
Crude petroleum (millions of tons) . . Zao 375 11.0 6.9 ae s 
Natural gas (billions of cubic metres) 150 295 26.0 10.2 1.0 
Electric power (billions of kilowatt- 

OUTS) etme etre te. Seen te 510 850 11.9 7.6 44,3 78.7 9.4 5.9 
Cement (millions of tons)......... 78 100 12.9 3.6 10.0 18.2 10.4 6.2 
Woollen fabrics (millions of metres) . 500 600 7A 2.6 101.0 133.0 3.7 2.8 
Sugar (thousands of tons)......... 9,625 9,500 8.6 —0.2 1,550.0 1,862.0 Bud 1.8 
LO ese Ae ee eS eee 


Source: Yubileinaya Sessia Verkhovnogo Soveta SSSR, 6 November 1957 (Moscow); Pravda, 16 January 1959 and 8 February 1959; 
Economic Directives for the Polish Plan 1959-1965 and Gospodarka Planowa, No. 6, 1958 (Warsaw). ; 
® Computed on the basis of planned output per capita and projection of the population in 1975 assumed to equal 38 million. 


modities will slacken substantially between 1966 and in respect to national income and investment, but 
1972 as compared with the preceding seven-year period. greater in respect to total and per capita consumption. 
The considerably higher rates of increase in retail 
trade compared with personal consumption during the 
fifteen-year period reflect the anticipated increase in 
the share of retail trade in total consumption of the 
rural population. The much slower rates of increase 
planned for agriculture than for industry will reduce 
the share of agriculture in national product from an 
estimated 28 per cent in 1960 to 17 per cent in 197 


The Polish fifteen-year plan was prepared in con- 
junction with the five-year plan for 1961-1965," and 
covers the period between 1961 and 1975. The data 
shown in table 132 illustrate that, as in the Soviet 
Union, the average rates of increase of output of most 
- commodities will be lower between 1966 and 1975 
than during the preceding five years, although the 
deceleration is to be much smaller than in the Soviet 


Union. 
® Table 133. Poland: Average Annual Rates of In- 

In addition to information on planned increases in crease in the Five-Year Plan, 1961-1965, and in the 
output of specific commodities, Poland announced Perspective Plan, 1961-1975 
planned indices for several aggregates such as indus- 
trial and agricultural production, national income and He tae ome Perspective 
consumption. The planned rate of increase in national - 1961-1965 1981-1975 
income during the fifteen-year period was determined National sa cioies es 65 
in such a way as to maintain full employment on the Crnes eerestennaee Meee 9.0 ae 
one hand, and to safeguard the balance of payments Personal consumption , 
on the other. The considerable degree of dependence Total... ........-.. 008, 5.7 6.0 
of the Polish economy on imports of raw materials I res x WOOLY aves Si 4.1 4.4 
was the most important factor limiting the planned ype a ane — sarone: = ee 
rates of growth. As indicated by the data in table 133, Retail trade sian “dre 4.4 69 
the rates of expansion planned for the period 1965— $$ 
1975 will be smaller than those planned for 1961-1965, Source: Nove Drogi (Warsaw), August 1958; Rocznik Sta- 

rchypsy , Os lesasts wacky Vi = 5 

a This was later integrated with the two remaining years of the co Dine nes Poet one beer ie » Seas 

preceding plan into the seven-year plan for 1959-1965, which ® Computed in producer prices. me 


was analysed in the preceding section. > Computed in prices of 1 May 1957. 
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